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NATIONAL AFFAIRS, POLICY 


Suiting State-Owned Enterprises to Market Economy 


$3CEO755A Beijing JINGJI YANJIU [ECONOMIC 
RESEARCH] in Chinese No 5, 20 May 93 pp 24-31 


[Article by Fang Xiangdong (2455 0686 2639), Institute 
of Economic Research, State Statistical Bureau: “Enter- 
prise Reform Under the Existing Economic Pattern”’] 


{Text} 1. System Reform During the 1980s and the 
Current Economic Pattern 


China’s economic system reform during the 1980s exhib- 
ited One important characteristic, namely a gradual 
evolution from the mostly central government-inspired 
reform of the early reform period to a both government 
and grassroots level economic entities-inspired reform. 
In addition, a transition from an outwardly driven 
reform to an endogenous transformation occurred. One 
might say that reform during the 1980s occurred in two 
different realms. One was within the plan system frame- 
work where a gradual reform of the traditional economic 
system represented by enterprises under ownership of 
the whole people was tried out. Although this reform 
smacked of being driven by the economic climate (par- 
ticularly in its latter stages), mostly it may regarded as 
having been instigated by the government. It was an 
enterprise system reform in which invigoration of enter- 
prises under ownership of the whole people was the key 
link. In this reform, pilot projects for the expansion of 
enterprises authority, the enterprise economic responsi- 
bility system, and a two step substitution of tax pay- 
ments for the surrendering of profits, and enterprise 
contract management responsibility systems were run, 
and a series of related price system and macroeconomic 
administrative system reforms were conducted. This 
produced a definite increase in the degree of market 
orientation of the traditional economic system, and 
“vigor” also increased. The second reform realm was 
outside the traditional economic system in the newly 
emerging economic system that had developed from 
nothing and was growing. Although this new economic 
system grew and operated under direction of state plans 
and policies, it had a more spontaneous and endogenous 
character. This was the rapid development since reform 
and opening to the outside world of township and town 
enterprises, individually owned and privately owned 
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enterprises, and three kinds of partially or wholly for- 
eign-owned erterprises. On the basis of the foregoing 
distinctions, tic operating mechanism and the current 
circumstances of China's enterprises under ownership of 
the whole people, and its city and town collective enter- 
prises are relatively similar. One category may be termed 
“traditional enterprises,” and the remainder may be 
termed “nontraditional enterprises.” 


The reform and opening to the outside world of the 1980s 
evoked great enthusiasm for development of the economy 
on the part of all economic entities. On the one hand, the 
nontraditional enterprises used their own vigor and 
vitality to construct areas for flourishing economic devel- 
opment. On the other hand, the traditional enterprise 
system also underwent definite change: Enterprises’ 
authority to make their own decisions steadily widened, 
enterprises’ self-directed actions increasingly becoming the 
basic force in the operation of the existing economy. 
Enterprises gradually became more independent. their 
profit motivation markedly increasing. The role of the 
market mechanism rapidly came to play a greater role in 
enterprises, market regulation, together with plan regula- 
tion, it became an economic regulating force. These 
changes in the traditional enterprise system imbued enter- 
prises with substantial vim and vigor for self-development. 
It released the growth potential of the economy that the 
traditional system had long suppressed. Consequently, 
reform promoted high-speed economic growth. It pro- 
duced a “golden age” of economic growth and develop- 
ment in China during the 1980s. 


However, during the early 1990s marked changes 
occurred in the country’s economic pattern by compar- 
ison with the previous decade. The most important 
change was the rapid growth of nontraditional enter- 
prises and the relatively slow growth of traditional 
enterprises. This meant that the pattern during the 
beginning of reform, when traditional enterprises held 
absolute dominance, changed into a new one in which 
diverse economic entities and diverse forms of owner- 
ship existed at the same time. By 1991, output value of 
industries under ownership of the whole people declined 
to 52.9 percent of total industrial output value. Collec- 
tive industries accounted for 35.7 percent, individually 
owned industries accounted for 5.7 percent, and indus- 
tries under other forms of ownership (including three 
kinds of partially or wholly foreign-owned enterprises. 
and enterprises under a mixed form of ownership) 
accounted for nearly 5.7 percent (see table 1). 





Changes in Percentage of Output Value of Industrial Enterprises of Different Kinds 

















All Industries Industries Under Collective Township and Town Individually | Other 
Ownership of the Industries Industries as a Part of Owned Indus- Industries 
Whole People Collective Industries tries 
1980 100 76.0 23.5 9.9 0.0 0.5 
1985 100 64.9 32.1 17.3 1.8 1.2 
199) 100 §2.9 35. 25.6 $5.7 §.7 
1980-1991 16.7 13.0 21. 27.3 99.4 46.2 























Average Speed of Increase Note |: Information on this table is figured at current year prices and the same applies hereinafter. Note 2: Data Source 
China Statistical Yearbook 1992, pp 390, 406, 437, and the same applies hereinafter. 
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The formation of the new economic pattern sprang from 
differences in the speed of growth during the 1980s of 
enterprises of different kinds, and the crucial element 
behind this speed of growth was efficiency, or what 
people customarily term “vigor.”’ Because of the differ- 
ences in “vigor” of different kinds of enterprises, the 
basic trend of economic growth in China during the 
1980s was one of gradual decline in the contribution to 
economic growth of traditional enterprises, most of 
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which were enterprises under ownership of the whole 
people, and a marked rise in the contribution to eco- 
nomic growth of nontraditional enterprises. During cer- 
tain specific periods, in particular, such as the period of 
improving the economic environment and rectifying the 
economic order, township and town enterprises. three 
kinds of partially or wholly foreign-owned enterprises. 
and individually owned enterprises became the main 
force powering economic growth (table 2). 





Contribution to Total Industrial Growth of Different Kinds of Industries 























Industries Under Collective Industries Township and Town Individual Industries | Other Kinds of - 
Ownership of the Industries as a Part Industries 
Whole People of Collective 
industries 
1980 $1.2 43.5 18.2 0.2 | 5.2 
1985 49.5 40.7 20.7 7.9 1.9 
1989 35.8 44.8 28.3 7.0 12.4 
1990 30.0 38.3 31.7 12.2 | 19.5 
199) 43.7 36.1 $4.6 1.4 | 12.8 
1989-1991 47.8 38.4 29.1 7.0 6.8 




















When the general statistics presented in tables | and 2 
are presented in terms of “traditional enterprises” and 
“nontraditional enterprises” as defined in this article 
(table 3), the foregoing economic pattern is even more 
striking. The rise in the percentage of collective indus- 
tries stems entirely from rural collective enterprises, i.e., 
the tremendous increase in township and town enter- 
prises. After being gradually pushed in the direction of 
markets, city and town collective enterprises were not 


only constitutionally unfitted for the battering that mar- 
kets delivered, but they also lost the protection of the 
former plan system. Thus, their development was poorer 
than that of enterprises under ownership of the whole 
people. Speed of growth of city and town collective 
enterprises in 1991 was down 21.9 percent from 1990 
Thus, the contribution of collective industries to eco- 
nomic growth was made solely by township and town 
enterprises. 





Table 3. (Percent) 





Percentage of Industrial Output Value 


Contribution to Industrial Growth 




















Traditional Nontraditional Traditional! | Nontraditional — 

Enterprises Enterprises Enterprises Enterprises 
1980 89.6 10.4 1980 16.5 35 
1985 79.7 20.3 1985 69.5 | 05 
1991 63.0 37.0 1991 25.2 | “8 
1980-1991 13.0 31.0 1980-1991 $7.1 | 429 im 

















Average Growth Speed 





The current economic pattern shows that despite 
major reform gains in two areas during the 1980s, the 
rise im vigor in traditional enterprises that reform 
brought was relative to before reform, i.e., enterprises 
under ownership of the whole people were more “‘vig- 
orous”’ than previously. For the national economy as a 
whole, “‘vigor”’ in traditional enterprises was markedly 
less than in nontraditional enterprises. Traditional 
enterprises became increasingly unable to meet the 
requirements of economic development, and of reform 
and opening to the outside world. Nevertheless, for 
historical reasons, large and medium size traditional 
enterprises were still the cream of China’s industry. 


Not only did many conditions get in the way of 
nontraditional enterprises naturally taking the place of 
enterprises under ownership of the whole people. but 
the process was excessively slow as well. Consequently. 
the insufficient “vigor” of enterprises under ownership 
of the whole people, which are the backbone of the 
national economy and the country’s largest industries. 
impaired China’s industrialization and modernization. 
From the angle of reform, however, if traditional 
enterprises retained their former condition. the 
building of a socialist market economy would become 
a dead letter. Therefore, the nationwide consensus was 
that invigoration of enterprises under ownership of the 
whole people, transforming their operating mecha- 
nisms, was a priority task. 
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2. Analysis of China’s Enterprise System 


Economists have virtually no differences about the 
reasons for the “lack of vigor” of enterprises under 
ownership of the whole people. In a nutshell, they are 
two: First. the climate for survival and development 
differs for enterprises under ownership of the whole 
peop!2 and for nontraditional enterprises. They carry 
excessive tax burdens and social responsibilities. A 
second greater and more pervasive reason is that the 
internal mechanism of state-owned enterprises is 
unable to adjust to the requirements of a market 
economy. This is manifested mostly in enterprises 
being unable to make their own operating decisions, 
inequitable easing of budget restraints, an egalitarian 
distribution system, an “iron armchair” system in 
work assignments, etc. As to how to “invigorate” 
enterprises under ownership of the whole people, some 
comrades suggest use of the “Enterprise Code,” and 
“Regulations for Transforming the Operating Mecha- 
nism of Enterprises Under Ownership of the Whole 
People” to increase enterprises’ decisionmaking 
authority. Realizing the limitations of further delega- 
tion of authority alone, more comrades believed that 
transformation of the operating mechanism of enter- 
prises under ownership of the whole people is crucial, 
e.g.. introducing the township and town enterprise 
mechanism to increase the “vigor” of enterprises 
under ownership of the whole people in the market 
economy. Alternatively, they recommended the recon- 
Stitution of the state-owned enterprise system using 
market economy principles, making enterprises under 
ownership of the whole people truly independent prin- 
cipal market entities, etc. The problem is that enter- 
prise mechanisms are a function of the enterprise 
system. It is impossible to found a nonstate-owned 
enterprise system that is fully consistent with market 
economy conditions on a system of enterprise owner- 
ship by the whole people. Moreover, the so-called 
“transformation of the operating mechanism of enter- 
prises under ownership of the whole people” is absurd. 
The mechanism of an enterprise under ownership of 
the whole people is inherent in the enterprise. If the 
mechanism ts transformed, the enterprise is no longer 
an enterprise under ownership of the whole people. 
Therefore, enterprises under ownership of the whole 
people in the traditional economy that are looking for 
a feasible way out of their predicament will have to 
analyze thoroughly the existing enterprise system first 
of all. 


The term enterprise system has two levels of meaning: 
the enterprise equity system and the ownership on 
which this equity system is based. A different owner- 
ship basis produces a different structure and equity 
arrangements, which create differences in the enter- 
prise mechanism (or behavior) in turn. The two fun- 
damental problems of efficiency and development that 
enterprises face are as follows: supervision and the use 
of (or distribution of) profits within enterprises. These 
two problems may be solved through e1iher a proper 
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equity structure or equity arrangements. In this sense, 
enterprise efficiency and development problems are 
problems in arranging the enterprise equity system. 
The several main kinds of enterprise equity systems 
used throughout the world show that in the enterprise 
ownership system, the owner (i.e., the enterprise 
owner) personally supervises producers through 
residual claim, thereby solving the enterprise efficiency 
problem. (Footnote) (By residual claim is meant own- 
ership of surplus earnings (profits) after payment of 
wages to producers. This expresses ownership rights.) 
At the same time, however, the limitations of single 
enterprise Owner operating capabilities (supervisory 
capabilities) limit enterprise expansion. The advent of 
the stock share system produced the modern share 
corporation system. It solved the supervision problem 
in huge enterprises. Thus, it became the direction of 
development of large modern enterprises for equity 
arrangements. 


People are already aware that many practices in enter- 
prises under ownership of the whole people in China 
get in the way of improvement of efficiency. Analysis 
from the equity economics angle shows this is because 
of the many virtually insurmountable defects in the 
equity structure and equity arrangements of enter- 
prises under ownership of the whole people that pre- 
vent the improvement of efficiency. The basic charac- 
teristic of equity rights in enterprises under ownership 
of the whole people is that the producers, operators, 
and owners are one and the same. The basic interests of 
the three are identical. This makes impossible the 
fashioning of a motivation for and a mechanism 
whereby owners supervise operators and producers, or 
operators supervise producers. Inevitably, this leads to 
a general apathy and “free lunch” in enterprises. In 
addition, since enterprise assets belong to all the 
people, there is a tendency for personnel in every 
enterprise to do all possible to convert enterprise 
property into personal income. To solve the foregoing 
problems, all enterprises under the system of owner- 
ship by the whole people operate as state-owned enter- 
prises, a certain government department exercising 
ownership and operating rights on behalf of all the 
citizens. However, for similar reasons (the representa- 
tives of the owners are just salaried government offi- 
cials having no residual claim), the state has been 
unable to solve supervision problems and stop apa- 
thetic behavior. At the same time, to ensure the rights 
of owners (the state), it is necessary for this superim- 
posed government administrative organ to control all 
enterprise matters great and small. This further stifles 
enterprise “vigor.” 


Economists have proposed the introduction of the town- 
ship and town enterprise mechanism as a means of 
improving the efficiency and vigor of enterprises under 
ownership of the whole people. Analysis of the equity 
system of township and town enterprises (not including 
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rural individually owned and privately owned enter- 
prises) shows that township and town (or village) gov- 
ernments exercise township and town enterprise owner- 
ship rights and operating rights. Their ownership basis 
and their equity arrangements are similar to those for 
State-owned enterprises. It 1s only that such enterprises 
are owned by a small community rather than by the 
State, and their scale 1s much, much less than that of large 
and medium size state-owned enterprises. It is because 
of this much smaller scale of ownership size of enter- 
prises that township and town enterprises have been able 
to stave off, to a certain extent, incipient ills similar to 
those that afflict state-owned enterprises. This 1s because 
as acommunity decisionmaking authority, township and 
town (or village) governments have goals and take 
actions that differ greatly from those of the central 
government, provincial governments, and county gov- 
ernments. The goals of township and town (or village) 
government in the far-flung rural villages at this specific 
Stage of development when they have yet to shake off 
poverty are fairly simple. Mostly, they want to develop a 
community economy, create employment opportunities, 
and increase residents’ income. In addition, the separate 
systems used in cities and the countryside in China mean 
that the goals of township and town (or village) govern- 
ments are not prone to interference from welfare, 
housing, educational, and personnel promotion prob- 
lems. Furthermore, because of the relatively small area 
and the relatively small number of matters over which 
township and town (or village) government exercise 
authority, their relations with township and town enter- 
prises are direct and straightforward. Information 1s 
transmitted and contacts are conducted quite readily. It 
iS easy to reach a consensus On numerous issues and to 
make decisions that are consistent with reality. Thus, the 
small scale of township and town enterprises and the 
special position of their owners (township and town 
governments) means that by comparison with state- 
owned enterprises, township and town enterprises’ 
mechanism for being flexible and meeting market 
requirements is fairly brittle. When conditions suddenly 
change, their equity system 1s bound to come down with 
the “sickness of the whole people.” Practice in township 
and town enterprise developed areas along the southeast 
coat testify clearly to this point. Reports about “deteri- 
oration of the township and town enterprise mecha- 
nism.” and that “clay rice bowls” are even harder than 
“iron rice bowls” constantly appear in the press. 


Actually, the reason for the swift development of 
township and town enterprises during the 1980s lies in 
its important role in moderating China’s distinctive 
dual economic structure. This was an important link in 
China's industrialization. Thanks to the specific eco- 
nomic development model and system that China used 
for 30 years, during the 1970s and early 1980s, the 
percentage of manufacturing industries in China was 
much higher than in developing nations as a whole. On 
the other hand, the enormous size of the agricultural 
work force, the impossibility of increasing the amount 
of cultivated land, and the inability of the excess 
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population to transfer into nonagricultural industries 
such as existed in cities produced a dual economic 
structure, the likes of which are a rarity in the world. 
During the 1980s China’s marginal productivity rate 
began to decline in absolute terms. Between 1978 and 
1984, the farmland output rate was 7.0 percent and the 
labor productivity rate was 5.2 percent. Between 1984 
and 1988, the two were 1.5 and 0.1 percent respec- 
tively. (Footnote) (Wang Jian [3769 1696] “Reasons 
for the Shackles on China’s Agriculture and Choices 
for a Future Industrialization Strategy™.) During this 
period, not only was it impossible to create one whit of 
value from each unit added to the agricultural work 
force, but rather each additional unit decreased the 
average earnings of those engaged in agriculture. 
Under these circumstances, township and town enter- 
prises created an opportunity for the agricultural pop- 
ulation to shift into other lines of work without moving 
elsewhere, and to free themselves from poverty to 
become wealthy. The original driving force for the 
development of township and town enterprises was the 
huge surplus agricultural population, which could pro- 
duce at an extremely low labor cost. However, during 
the 1980s, the labor costs of some state-owned enter- 
prises rose sharply. Today, the wages of urban staff 
members and workers in state-owned enterprises have 
reached marginal output. The yearning of the peasants 
to escape from poverty, and extremely low labor costs 
are the basic reason for the great development of 
township and town enterprises during the past decade. 
Once this element disappears, the equity rights struc- 
ture and the equity arrangements of township and 
town enterprises are bound to fall into the same 
predicament as state-owned enterprises. Therefore, 
attempts to introduce township and town enterprise 
mechanism methods to change state-owned enterprises 
is neither necessary nor meaningful. 


Yet another and more effective approach for improving 
the efficiency of state-owned enterprises 1s to restructure 
the state-owned enterprise equity structure, using the 
separation between ownership and operating rights in a 
modern share corporation system as a model without 
changing the ownership rights basis of state-owned enter- 
prises—the system of state ownership. This will mean 
that the state is responsible only for the ownership 
function. The state will hold ultimate ownership rights 
(expressed in supervision of the preservation of value 
and increasing the value of enterprises’ assets), while 
turning over to enterprises juridical person ownership 
rights (also termed operating rights) including actual 
ownership rights. disposition rights. and use rights. 
State-owned enterprises will thus become main market 
entities responsible for their own operating decisions 
and for their own profits and losses, and that are also 
responsible for their own development and placing limits 
on their behavior. This approach takes account of the 
failings of equity relationships in existing state-owned 
enterprises; however, its fatal flaw is that it fails to 
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analyze completely the relationship bet-ween the owner- 
ship rights basis and enterprise equity rights. Instead it 
regards the two as thought they can be arbitrarily tied 
together. Thus, this approach 1s a “great innovation” 
that attempts to create a “modern share corporation 
system” equity relationship founded entirely on state- 
ownership. 


The equity system arrangements in a share corporation 
system have the following basic features: (1) The owners 
are the numerous, widely scattered shareholders, no 
single shareholder having the strength (the number of 
shares) to gain enterprise operating rights. Enterprise 
supervisory authority (operating authority) is thus exer- 
cised by a professional, salaried manager. This produces 
a separation between “ownership rights” and “supervi- 
sion rights.” (2) Through the exchangeability of owner- 
ship rights (1.e., residual claim), Owners restrain man- 
agers and protect their ownership. Although the 
scattered owners lack the strength to affect the manager's 
decisions (a so-called weakening of ownership), they 
have the right to “sack” the manger (selling their shares). 
This “sacking,” which may occur at any time, decisively 
restrains the manager's conduct. Therefore, the key to 
smooth operation of the equity system in a share corpo- 
ration lies in the exchangeability of residual claim, and 
this 1s also based on ownership, 1.e.. decided by the 
individual owners of assets. 


The basis for ownership in state-owned enterprises 1s 
ownership by the whole people represented by the 
State; therefore, residual claim is not transferable or 
exchangeable under the state-owned system. (Foot- 
note) (The meaning of residual claim not being trans- 
ferable or exchangeable under the state ownership 
system 1s that unless the ownership system is changed, 
there 1s no way to transfer state-ownership to a quali- 
tatively identical persona comparable to the state. If 
the state’s ownership rights are sold, then an enterprise 
is no longer state owned.) The untransferability of 
residual claim means that it is impossible on the basis 
of state-ownership to fashion an equity relationship 
like that in a share corporation in which ownership 
rights limit operating rights. Since operating rights 
require limitation and supervision, and since the 
owner 1s singular in a state-owned enterprise, unless 
this owner (the state) personally holds operating rights, 
what other method is there? Thus, an equity system 
and equity relationships founded on state-ownership is 
bound to mean that state collective ownership rights 
and operating rights reside in a single persona. 


Practice with the enterprise equity rights system suggests 
that among the various equity rights arrangements in 
various kinds of enterprises that have appeared in the 
world, the equity rights structure in which “the two 
rights are separate” has occurred only in the modern 
share system corporation system, and the highiy decen- 
tralized ownership rights, 1.e., no owner has the power to 
exercise operating rights, is a prerequisite for founding of 
a system in which “the two rights are separate.” This 1s 
to say that if an individual owner holds more ownership 
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rights shares that another owner, he can demand corre- 
sponding authority over the actual operation of assets. 
Once the number of his ownership rights shares reaches 
a critical point, ownership rights and operating rights are 
bound to reside in a single persona. Therefore. since the 
State is the sole owner of assets in a state-owned system, 
it Cannot separate operating rights from itself! Even by 
taking a step backward, if the state transfers operating 
rights, but retains ultimate ownership, inasmuch as 
residual claim cannot be transferred under the state 
ownership system, and a mechanism for limiting opera- 
tors such as exists in a share corporation system cannot 
be fashioned, there can be only two results: one 1s to let 
producers and operators damage the interests of the 
owner, allowing them to divide up enterprise assets tll 
they are all gone. The other is for the owner (the state! to 
take back operating authority or to exercise direct con- 
trol over operators, meaning that the state ownership 
system is still the traditional state ownership system. 
(Footnote) (The supposition about state transfer of oper- 
ation rights while retaining ultimate ownership has a 
strong “utopian” complexion. Who can make the owner 
(the state) relinquish operating rights of its own free will? 
Only the state itself. Since the state can relinquish 
operating authority, it can likewise take back operating 
authority at any time. Several decades of changes in the 
enterprise structure fully attest to this point. In the 
history of mankind, there is no precedent for truly 
divesting oneself of authority.) 


To summarize the above, ownership based on the 
matching of equity rights is far from ideal. (Footnote) 
(See Yu Jianguo [0205 1696 0948]: “Cursory Analysis of 
the ‘Separation of Two Powers’ in State-owned Enter- 
prises.) The operating mechanism of a state-owned 
enterprise is inherent to that particular kind of enter- 
prise; its equity relationship are inseparable from the 
State ownership form. The two cannot be separated. 
(Footnote) (See Yu Jianguo: “Cursory Analysis of the 
‘Separation of Two Powers’ in State-owned Enter- 
prises.) One may be able to change the operating 
mechanism of state-owned enterprises by changing the 
State ownership system, but one cannot artificially allow 
the operating rights in a state-owned enterprises to be 
separated from ownership rights for the sake of changing 
the enterprise operating mechanism. Therefore. 
approaches that try to change the operating mechanism 
of enterprises under ownership of the whole people are 
also unrealistic. 


3. Strategic Ideas About Further Enterprise Reform 


If the foregoing analysis is valid, state-owned enter- 
prises will be unable to become fully independent main 
market entities, and thus it will be difficult to “invig- 
orate” them. However, the traditional economy repre- 
sented by state-owned enterprises amounts to 63 per- 
cent of the economy. Poor efficiency in such a large 
piece of the economy seriously impairs further devel- 
opment of the national economy. Therefore, the ulti- 
mate strategic consideration in future enterprise 
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reform is to take advancement of economic develop- 
ment as the goal, then set about transforming state- 
owned enterprises realistically and steadily, and read- 
justing the percentage of enterprises of all kinds. This is 
also the crux of founding a socialist market economy 
system. This is not a refutation of state-owned enter- 
prises. The evolution of the enterprise system shows 
that state-owned enterprises possess a special and 
irreplaceable function. That virtually every nation in 
the world today has a certain percentage of state- 
owned enterprises attests to this. We proceed from 
China’s realities, and given the character and function 
of China's state-owned enterprises, use of state-owned 
enterprises as the socio-economic foundation is not 
conductive to economic efficiency and economic 
development. 


A strategy for reform of state-owned er ‘erprises, and for 
readjusting the percentage of enterprises requires, first of 
all, a division of labor based or the equity relationship of 
different kinds of enterprises, and their equity structure, 
so that they can make the most of strengths and play 
down weaknesses 11 economic development, perform 
different tasks. and play their own role to the full. 


1. In terms of enterprise character and function. The 
equity structure of state-owned enterprises inevitably 
leads to their direct operation by the state. Since state- 
owned enterprises have state attributes, they are mostly 
regulated by state plan rather than the market. Enter- 
prise goals are subordinate to the overall and diverse 
goals of the state. Their profit goals take second place. 
Therefore, state-owned enterprises are the main bearers 
of social stability ard social service functions. By con- 
trast, nonstate-owned enterprises are completely inde- 
pendent market entities whose actions are largely market 
regulated. Making a profit is their main goal. They bear 
responsibility for economic vigor and economic growth. 


2. In terms of making or not making a profit, state- 
owned enterprise are generally not suited to dealing 
“exclusively” in ordinary sorts of profitable commodi- 
ties. However, they deal, in fact, in some widely used 
goods that are needed, that are a part of daily life, and 
that play an important role in maintaining social sta- 
bility. Because of the “nonexclusiveness” of goods that 
are widely used, “free lunch” problems may readily 
occur in their use. Therefore, nonstate-owned profit- 
making enterprises shy away from them, but the nature 
of state-owned enterprises suits them to the task of 
dealing in widely used goods. Therefore, public utilities 
such as electric power, coal gas, natural gas, water 
supply, public transportation, aviation, railroads, high- 
ways, waster conservancy, telephone and telecommuni- 
cations, and basic raw and processed materials are the 
province of state-owned enterprises. In China, these 
sectors lag behind the times. They are in urgent need of 
vigorous development. Therefore, for some time to 
come, state-owned enterprises will shoulder heavy 
responsibilities. Nongovernment owned enterprises, by 
contrast, should play the main role in the profit-making 
field. 
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3. State-owned enterprises can also enter the profit- 
making realm. Experience shows a substantial ratio of 
State-owned enterprises in the profit-making field in 
every country, and every country regulates this ratio 
within certain limits on the basis of specific goals. 
However, the sectors in the profit-making realm that 
State-owned enterprises enter should be carefully chosen. 
The equity structure of state-owned enterprises suits 
them for entry into the following sectors: (Footnote) (See 
State Statistical Bureau, Economic Research Institute 
Ownership System Task Force: “Changes in China's 
Ownership Structure and National Economic Control”.) 


(1) Production sectors in which market demand is 
steady and few changes occur. 


(2) Sectors in which the transparency of the production 
process 1s high, and in which the state can readily inspect 
all goods consumption norms, and can readily supervise. 
handling of distribution relationships between the state 
and enterprises thus being fairly easy. 


(3) Monopoly sectors, including monopolies resulting 
from natural conditions such as the availability of min- 
eral resources, and monopoly sectors resulting from 
consumer inability to differentiate. supervise. or replace 
such as hospitals. State-owned enterprises should not 
deal in products that vary in size. color style. etc.. and 
those for which market demand changes: products whose 
production lacks transparency, for which prices change 
frequently, and for which the state cannot readily keep 
abreast of enterprise production information; individual 
consumer goods that are extremely competitive, and that 
are better suited to nonstate-owned enterprises. 


4. In terms of enterprise organizational structure. both 
domestic and foreign experience and development 
trends show that the founding and development of 
industries in which large enterprises form the backbone. 
including research and development centers, informa- 
tion systems, commodity circulation networks, ordinary 
domestic enterprises. and even including financial insti- 
tutions, and large, exceptionally large entrepreneuriai 
blocs and trans-national corporations that are diversified 
into many areas is the orientation for readjustment of 
China’s enterprise organization. The equity structure of 
State-owned enterprises determines whether they are 
equal to the task of managing and administering such 
large and exceptionally large enterprises that are enor- 
mous in size, whose production and operating processes 
are complex, and in which the division of labor and 
coordination is high. Current experience and logic show 
that the share corporation system 1s suited to the equity 
arrangements of large and exceptionally large enter- 
prises, while small enterprises are better suited to state- 
ownership and similar equity arrangements. This was 
explained above in the analysis of the equity relation- 
ships of township and town enterprises. However. this 
orientation contrasts greatly with actual circumstances 
in China today. This poses a daunting challenge in the 
future transformation of state-owned enterprises 
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5. In view of the actual situation in China, 11 1s difficult 
for other than state-owned enterprises to carve oul a 
niche in capital and technology intensive high grade. 
precision, and advanced fields such as aviation. space 
flight. nuclear industries. precision machine tools, and 
heavy equipment because of their lack of strength. Con- 
sequently. these are fields suited to state-owned enter- 
prises. Dul the state-owned enterprises in these fields also 
have to become transformed gradually 


Since China's state-owned enterprises still dominate. 
and are in virtually every field of the national economy. 
and since China has yet to found modern share system 
enterprises in the real sense of the term, no enterprise 


system has vet appeared that 1s able to take the place of 


State-o\ ed enterprises (particularly large and medium 
size enterprises). If we rely on the natural growth and 
development of share system corporate enterprises (and 
it took nearly 100 years for this system to mature and be 


perfected in developed nations) to regulate the ratio of 


various kinds of enterprises. this will delay development 
of the economy. Therefore, we must take positive actions 
and steadfastly transform state-owned enterprises to 
realize the enterprise reform strategy of readjusting the 
ratio of all kinds of enterprises. This strategy specifically 
includes terms in the following several regards 


1. The state 1s to gradually take the initiative in with- 
drawing from sectors not suited to operation by state- 
owned enterprises. It may withdraw in many different 
ways 


(1) through policies that continue to guide and 
encourage the development of various kinds of nonstate- 
owned enterprises. helping them to overcome difficulties 
In order to grow stronger. 


(2) by increasing assets. the state taking the mutiative in 
giving more elbow room to nonstate-owned enterprises 
by reducing or even halting investment in certain fields. 
and putting assets into sectors in which the need for 
social and economic development is urgent and that are 
suitable for state-owned enterprises: and 


(3) by leasing assets to small enterprises to transform 
their equity structure within a certain period of time 
Alternatively. completely nonstate means such as auc- 
trons may be used to change the ownership basis of sma!l 
enterprises for a restructuring of the make-up of enter- 
prises equity. This will enable small enterprises to 
improve their efficiency and increase their vitality to 
become real major market entities. The share corpora- 
ton system should be the goal in the transformation of 
large and medium s1ze enterprises, step by step measures 
taken to attain this goal. The first step should be to issue 
shares tor all enterprise. Assets as the share system 
requires, all entities holding shares. the state holdrng the 
largest number. of course. so that the state's shares hold 
a controlling position. During this period. the enterprises 
would still be a state-owned enterprises whose economic 
actions are still controlled by the state. In the second 


Step. the state would gradually sell its shares. the number 
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of shares held by the state ultumately becoming the same 
as those held by the rank and file of shareh olders. and the 
Status of the state in the enterprises being the same as 
that of rank and file shareholders. With this the enter- 
prise S equity mghts bases and equity structure would 
evolve to become a true share corporation system 


The aforestated state withdrawal should be gradual and 
moderate. In the case of large and medium size enter- 
prises. the state can both sell off state-owned shares and 
withdraw from enterprise operation in a conversion to a 
share Corporation system enterprise. and 1 can also buy 
enterprise shares as necessary and take part in enterprise 
operation to bring enterprises under stale ownership 
The state may also retain a certain percentage of enter- 
prise Ownership (a percentage markedly higher than the 
percentage held by the rank and file of shareholders vet 
not a fully controlling number of shares). and take part in 
enterprise Operation to a certain extent. the enterprises 
having a mixed form of ownership 

2. Retained state-owned enterprises should be directly 
operated and controlled by the state. but with cal 
methods. Such enterprises should be converted to the 
share system. the state holding 100 percent of the shares 
Alternatively. the state might hold shares jointly with 
other government institutions or individuals. but the 


State-retained shares must be sufficient for the state to 
control the enterprises. The board of directors-manz - 
system should also be used for administration and man 


agement. the board of directors being made up of state 
representatives on the basis of the percent of shares that 
the state holds so as to ensure the State's right to lead the 
enterprises. The manager should i « 
appointed by the board of directors. and be responsibk 
to the board of directors. In add necessary auditin 
and examination organs must be set up to inspect an 
supervise State-owned enterprises 


} » .> >» , : 
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3. Not only do township and town enterprises account 
for a substantial percentage of the economy. but they are 
also one of the main forces driving the country’s indus- 
tnalization. However. the ownership basis and equity 
arrangements of township and town enterprises do not 
permit their further development and growth. Transfor- 
mation of township and town enterprises shou.J not be 
done with “arbitrary uniformity.” Differen! means 
should be employ ed 


(1) Institution of equity arrangements similar to those of 
State-owned enterpetae The assets of these enterprises 
should be owned by the residents of the whole commu 
nity. township and town (or village) governments 
directly operating the enterprises as representatives of 
the owners. The “south Jiangsu model” 1s of this kind 


te 4 ; 
system made up of 


. , hacne > 
operators heing one 


Institution of a partnership 
several partners. the owners and the 
and the same. thereby solving the interna 
problem in small enterprises. However 
IN a partnership 1s not easily accomplished. “Spinttng” 
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growth. Enterprises having no government funding may 
adopt this method during the initial state. This is the 
“Wenzhou model.” 


(3) Collective cooperation system. In this system, enter- 
prise assets belong to all members of the enterprises, and 
owners and operators are one and the same people. This 
very greatly stimulates work performance. It produces a 
Satisfying “contractual atmosphere.” The fatal flaw in 
the cooperative system enterpnse is that as the enterpnse 
grows larger. There 1s no way to solve the supervision 
problem among owners (who are identical with the 
operators), 1.e.. a “free lunch™ problem exists among 
members of the enterpnses that obstructs expansion of 
the enterpnse. This 1s simi!ar in some ways to the current 
“Zhoucun model.” 


(4) The share corporation system. The share corporation 
system 1s the one that township and town enterprises use 
to develop into large enterprises. The method use to 
create a share corporation system 1s simular to the 
method used for the transformation of the state-owned 
system except that 11 may be somewhat faster. Enterpnse 
assets are inventomes, shares representing the assets 
issued directly to society at large. township and town (or 
village’ government assets being converted to ownership 
by all shareholders for the establishment of an ownership 
basis in which a large number of scattered shareholders 
own the enterprise. Township and town government 
may use the funds recovered from the transfer of shares 
for use in other areas within the community that are in 
urgent need of construction 


4_ In view of the changes in the ratio of the vanous kinds 
of enterprises. changing current state public finance 
depends mostly on state-owned enterprises. It requires 
drawing up uniform. standardized industnal and com- 
mercial, taxation. public finance. and banking systems to 
enhance the building of these sectors, and using them to 
mstitute supervision and control of enterpnses of all 
kinds without distinction. It means allowing profitable 
enterprises to construct the socio-economic foundation 
that bears the task of creating and accumulating wealth. 
forming a new pattern of economic development in 
which numerous enterpnses are infused with vigor and 
vitality 


Reform of Macroeconomic Regulation To 
Accelerate 

93CEO7S34 Bernmme ZHONGGUO JINGJI TIZHI 
GAIGE JCHINAS ECONOMIC STRUCTURE 
REFORM) in Chinese No 6, 23 Jun 93 pp 15-18 


[Article by Lou Jiwe: (2869 4949 0251) “Urgently 
Needed: Accelerated Reform of the Svsterr of Macroeco- 
nomic Regulations” } 


[Tex'] For 14 years. China has pursued market reform 
and has made significant advances in the nonstate- 
owned economic sectors and in the microeconomic area 
Although senous probing efforts were made. progress 
was rather slow in reforming the economic management 
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System by government and in changing the operating 
system of stated-owned enterprises 


If the earher stage of reform can broadly be charactenzed 
as “opening up™ to a new system, then the focus of 
reform from this point on 1s on “changing.~ 1c. funda- 
mentally changing the basic nature of public ownership 
of property, the operating system of state-owned enter- 
prises and the economic management system by govern- 
ment. Comparing the two stages. the degree of difficul- 
ties involved in “changing™ 1s much ereater. The fact 
that macroeccononuc management reform is stagnant 
and becoming a “bottieneck™ in the reform framework 
should be taken senmously. and greater efform should 
therefore be made to accelerate reform 


Since 1979. China’s economy has undergone |4 years of 
reform. From an overall standpoint. changes in the 
system have been market-onented and the results 
achieved notable. Most commodity pncees have been 
freed. and the market mechanism has begun to exercise 
its adjustment functions in the areas of production and 
circulanon of commodities. At present. both develop- 
ment and reform have entered a highly inflated new 
stage. and the difficulties of reform have become mag- 
nified. This is because in the past reform was rather 
quickly implemented :n the nonstate-owned economic 
sectors and a: the microeconomic level. In those areas. 
with reform based on decentralized decision-making and 
sectoral experimentation, chances of success were 
greater. The task of reform at the current new stage 
however, is chiefly concentrated in the siate-owned 
economic sectors and the system of cconomi manage- 
ment by government. If the ecarher stage of reform can 
conceptually be defined as “opening up™ to a new 
system, the reform yet to come must focus on “chane- 
ing.” that is fundamentally changing the operating 
system of state-owned enterprises. the basic nature of 
public ownership of property. and the system of eco- 
nomic management by government. Compamnng the two 
Stages. “changing” or “changing course” 1s much more 
difficult, and its progress will be slow. Viewed from the 
standpoint of a system of macroeconomic management. 
the sluggish pace of this phase of reform 1s very obvious 


The “boom and bust™ cycle in national economnc devel- 
opment can lead to senous disruption and waste in 
resource disposition. cause great harm to the newly 
developed market mechanism and result in putting the 
reform process im a stagnating pattern. These conclu- 
sions are not inferred from any theory. but are besed on 
reality we ourselves have expenenced. The problem hes 
in the fact that when reform of the system of macroeco- 
nomic regulations rs stagnant. these regulathons are not 
applicable to the cconomic operating system of a par- 
ually transformed market economy 


The stagnant condition of reform 1s seen in the govern- 
ment’s lacking sufficient power to coordinate the overall 
national economy that results un a recurmng “boom and 
bust™ cycle in the national economic development. This 
type of economic cycle 1s very harmful to effective 








JIPRS-~C AR-93-009 
17 September 1993 


crisposil 7On OF TesSoOUTCYSYS Dunng ine 
demands are burkding up. and imvesiors act mm anicipe- 
non of demands whach offen oul to grossly exceed the 


~ - —_ ~ ~¥ = * on ee = «1 = 7 = 
consumers real abalhtv to purchase. and the result ss 


over-nvestment which creates even greater production 


» ~s ee’ 
capability. But before this production capacity can bk 
developed, inflanon kicks m, and the government 
cannot help but adopt measures to control invesiment 


whoch forces the coonomy mmto the “Dusl stage im whack 


. ~ . ~ ~* — * 
Many ABIOOMPRIC CORSITUCHION PTOKRCIS BAve 1 Of 
A> : ~ 4 _ ~< - . aug 
ahandoned and wodespread “asic Tresu 


A sharper manifestation of stagnating reform can be seen 
m the fact that the custing macrocconomex rguiaton 
system is basically moompatdie with the coonomx 
operating sysicm of a parnally twansformed market 
economy. Dunne the “boom” phase. tradional control 
measures such as rssuwing orders and directives have 
proved to be ineffective. and the resuluing satuahon may 
be described as “out of control.” In the “bust” phase 


. . ry, - ~< ~. > i « =~ 
traditional CONITO! Measu§res are OFleNn CMpRasized sucn 


> 
as closing down enterpnses. controiling commodity 
pnees. hmuiting operational parameters of enterprnses 
and even ordemng work st oppege Im Construction 
pro eciTs. A thougn ** > overheated COONONM \ ‘ thus 
brought under control, and the inflanon rate bro = 
down, the newly developed markel mechanism howeve 


-~ ? air, om Cc. ar 2 : 2 7 . 

has also sustained considerate damage which Causes 1 the 
reform process to be halted or Slagnalt al midpoint 
“DOOM and Busi cVvcr 


imping along™ are not 


~~ _ + ’ a a i & Fe en, me - 
T c¢ 2 woOvexreN IDSd CCC 4 ‘ 

aA she ceases ec that . 
al ~ § » * . tp wSSS sue . i> 


. >_™ » Aree - ~~ ct oe -@ * > Pare sh. 
—S A aNV INCOTCINA! CX MIVAS nev weTe UK 


eality we ourselves have already expenenced. What the 
mpressed on people ss the harmful 
rocoonomic megulahons are someno-w 


ncompatitwe with reform and that Dy disregarding the 
>, 


former more benefits would follow. It is not our intent to 
blame people holding this Concept or nonvon, dul Concept 
does reflect realstw and the reality ws basically as 
descnbed above. This nevertheless makes ut clear that if 
ae do not accelcrale macrocconomnx rgulanons sysiem 


reform. macrocconomic regulatvons will contunue to play 
reiorm, and the regulatory: 
power of the system wall gradually become weaker. A 
7 
» 


m~-* — "s 
owed by “reform hmping 


nieTvas 
On closer examination, the problem 1s that reform of the 
system of macrocconomx regulahons is st agnant and 
planned 
examune this prodiem in Gepih 
alvre how the planned coonomy operates 
In the planned economy. government departments make 
the hase decisions regarding disposition of resources 
- 


— ~\ ~7 > ang “> inc “2aV\s oO ihe trad ToOna 


7 
~~ wee . »~<w 
" \ . > tO” ws : 


Thas system put the enterpnse and indivedual in govern- 
ment administrative layers, with Gecws1ONs Made al one 


au wv , — . . - 
eve Massed SCUSSS ‘¢ . Goan . c ine iO ine prodguc- 


. \ ~~ - - > > ih. . " = > _*- ‘ — ~ re? oF, Say = 
1K Durcnase 2nd Saks « ca Se . & . ivy O 


ar > ‘> = om ~ _e ~orm _ = 7 = °*ar ream >a 4 
—_ . as Lh) . a TOME Gy ta! 2 i : Bi<¢ 2 . ae ‘eat 
~~ 2 cee Tm oo re . a en Sent en Mae < > Pe ~° = th Be or 
' : > . > .- *% ** > » . a4 ~~ . os ae 
-~ 7 os + ~ . — ~* — oT _ ~* ~ an ~ _— 
> >S . ~ sr >44 + cx ~~ *** c . a pPoee 


ECONOMIC ° 


— 
~ = = «a —= = * aur a> ~ . > = a ~~ 
Capital aT ~~ Lhi< : 12 ~ss : us mo. iiK = i .* 2 
~ ~v- eal ol . > > _- -.* ~~ © " >? a 
COOROM nan um aN ‘ eo je | SVN 1K 


following special charactensixs can be noted 


aie * . 
¥ . a : siaume ter 
Guilerences. C OMCTLISIY SPCBKkme, lnewr & 
Of dor HETHCLA MArKkCT GECIVON-MAkKiINE OV CNN TPIS 


and individuals and den -making Dh. goveTaMent in 


i- 


First, there were no Obv20us MXTO- and MacroccomomxX 


2s " ~~ . SAO? 


MARAQINAE the SOCK. i fact. macrocconomx TRAN 
meni Gad ROL CAIS] I Ike Wado svsiem. For the 
MACTOCCONOMAX MARAVMent COMM OR CAM mw 


being sevea or cyghi years ago after market reform had 


~ . —— :* ™; a 
TEaCHS VTTAIN SIAR OF GOwOiOPINe ns 


5 > 
~~ - «* _ ‘ 


Second, there was no Concept of macrocconomux Gacr- 
son-making by indiveduals and enterpmses based on 
market cquilhdbrnum. there wa 
equhdnum as practised by admunistrauve Gepart- 

ents of government at wanous kvels. Overall oqur- 
hbnum was divided into categones: cquihdnum of 
aggregate goals such as total oulpul valu csImMent 


. a> y ~— - > — ™ ™ ~ » 
CONSUMPTION equilhd num OF Com ponent POSS SUCT ZS 


Outpui value of trades. production and expenditure of 
matenals for trades. and eqwhbnum of odividua 


} - ~ii - , : —— _ , al — 
Boas SUCH aS PTOdUcTION ANd US OF CAR SPOCK 
COMMOGIIY OF STV 


>>» 7 « a< meee * ae awe ~~ "he > oy 
Third. there was no ossentual dificrence om the parame 


TS OF GECIVONMAKINE DV CHICTPIS ANC MCUs 
2 — . am he - ‘ox a ~ ss 
anc Di BOVIRMNT COpPanimens. was « . Inroug 


CCISIONS Made M GeikMeN SOMINMTANV KVSS Thal 


4) erent murmersc.a! > BMS BTS BSS ened © DToOduc- 


, ee * 7s Oe *. La ~ oe 


.* ~ > * 
» © — 
NOR. DUTCRASS ANG SAKS. ABN TNC GUN LMSS MIRC Ihe 
administrative authonty jof cach kvel] to deploy. man- 
Power. Capalai and Maiew 
: 5 —- . ’ — . ~s — ™ — 
After i4 wears OF to China S$ COOROMK OFM TAIN 


system has undergone histone changes: 2 nce prime 
system has basically been set up and the abulety of 
government wt imtervene directh im maxcrocconomx 
cuvines and in disposaton of finances and caputal has 


‘ »> - TT ~ > ~~ me —— mil ech ee 
OCCT VTCal!\ GumMiniwsnAed. i he vera GwTecvOMN OF eK 


i d 
iS a Correct one. Bul stagnatung reform of the macroeco- 
nom regulatory system has ied to ‘ihe Current protons 
of the coonomy overheating im certamn respects and the 
mncreasing inflanonary pressure as a result. problems 


A lhue analysis will show that the tradwonal planned 
economec system and the market ecomomy are incom- 
pauble. The tradinonal system has many fundamenia 


weaknesses such as low productivity. madeQualke and 
iwranonal dispossion of resources and sO on. dul that 
system was however able to exercise forceful comtrol over 
the nalonal coonomy. ¢cven 


was accompanied by ercat waste. After I4 years of 


. ~ Seve ~~ oe ——_— 
rouge . > CLT A ‘ 


reform. ( hina $ QOOROMYN AAS KT Ihe Iracdwonal Pe 


Pula 
economa«x framework Hohn. and Ihe pace OF CRAM Ras 


™ — a - ol — ~~. «vs oe i 

been Quite raped partecular’y i later half of 1991. Mos 

oe te —— ™ . ~~ — =" 
DIKES Rave een COU. 2A OPRTANORAl PATAMCTS « 

._aeTern ees OD . » — >t Son — ~~ —- ~ ~~ 
eni< us ss aD “1% CT es veh V ~ \ ey mn A TUXy a) MM . 
























































































‘7 . 4 ‘ NC : it 
~ . . . _— " - . . . " . 
: . ~~ ‘ _ ' : 
‘ 4 rN . . . . . , * q ' 4 4 ; M4 ty 
aod [ [ “ “ +“ e" «.% . an © 4 ‘ ‘ “ > 
. . ™ " - . > ~ > ‘ 
_— : ‘ be .~ ' . : . . 
ea , 7 . \ ~ . Te 4 . 
. we . 4% . A \ we — . . ™ , 
. . . . . ” , P . ’. . ~ ‘ ’ ‘ 
. - . » _ . . - > 
‘ < : ‘ . 
‘ — A. “ 4 . “ > 4 4"! — ‘ . 2  « 
~ > - > " > > ‘ > 4 % * 
: . ~~ ‘ . ’ Na ‘ “ —" 4 . . ‘ 
. . ‘ . ~ as . “ . . ‘ . 
“ . ° - > 
. . " _ ™ 
SF ‘ ‘ . . i / aX ‘ 4 " . ° ’ ‘ : . > > 
. . " > — 
" ‘ . ‘ 4 . a « 4 id . 4 d , . Nhe i," 
. . ™ “= "ss Py’? 
i . . : " . ‘ > : § . 
: " \ : . 
\ . . . 
al + ‘ ’ . . 
. . - 
. ‘ : d s i 
. . , ‘ ‘ ‘ 
" _ — . ‘ Re 4k ‘ . . 
: . ‘ * =~ 
_—— ‘ > 
. ‘ ‘ 
‘ “ _- . ‘ aw N 4 . : 
| ‘s s " ~s . 
- > ~ . > . 
: ” ' . : ‘ ' ‘ 
‘ i ‘ r ‘ ‘ . ema) a ‘ a. ht 
. " ‘ . . . . . “Sa? ’ . ' ‘ 
> > | ‘ ‘ >, : wae “ : : > . . ™ \. > 
- > 
- 7 . » » > 
‘ ‘ : 7 " ‘ Ta ha 
‘ ‘ «sd “ i " 4 ‘ ‘ ; 4 
vane . > : . . > ¢ 
" . - , . 
. ' . ‘ s + . 4 . . 4 \, . . 
. > . , . P r , , , , 
s ‘ . ~ — 4 * . 4 ’ ‘ > 
. << : . adi fe 4 * 
\? ° . “) > ° 
. . o _— ™ . ' ‘ . ’ 1 
: ’ ‘ “ . ‘ 
. . ,* on a <i, 4 
. . , " “ \ ‘ 
: ce < : ?; Seay ‘ . 
. 4 \ ~% : 4 . 
> - " 
> - . - ~, 1 . . ’ e ° i . 
. wa iy Ad ‘ ‘ 4 . ~— . 
. > > 
. . » . . 
‘ ‘ 4 =" ‘ .“ . " : 
" 7 . " CTWOK . ‘ ‘ ‘ _ : is 
. ~*~" ‘ Py . ’ i . . . * 
- . - ; ‘ TT ?. YF ’ 
‘ ‘ ~ ‘ . . “ = 
° + _ ‘ 
" . . . . j } ‘ ‘ ‘ ‘ ‘ 
. . ‘ ~ ars : 4 
. . " ‘ " 
. " . 44 as 4 ' _*. ' , 
‘ ‘ a“ : ° 
™ . ‘ > - 
. ' ‘ 
" . " = 4 ‘ ‘ ~» 4 ‘ \, . , 
‘ \ wn; 
_ . i. 4 ‘ ‘ 
" ; 41% 4 ’ 4 é i" . ’ 
~ " | ' 
+) o- . + - 
4 ‘ 
. . . ‘ ee ‘ ‘ 4 ‘ ' 
: " ‘ " ‘ 
: fe? ‘ : ' P 
‘ : ’ = . " ‘ . _™ . ‘ ‘ ‘ 
" 4 f . 
" as 4 \ “ iy ‘ > 4 : ' 
‘ . 4 — 
~~ a. ss ' " f , Ta | " ‘ 
" ~ _— > . > 
. : 
. - . ™ 
1" * . ’ 
. " . — . 4 “ as ‘ \ ‘ . 
{ s ‘ " ‘ rr . 
i ~ . . ‘ ‘ ‘ 
" 4 " . ‘ ‘ 
" ‘ " ‘ 
. \ ’ . , 
: . MON Lid ‘ . , ’ 
’ ; } > 
tray ~ . 
: . " " ‘ : a 4 ‘ . 
. . : ‘ ’ rT ~~ ‘ . _ : 
shh mA 24 . “ . . " . " " " 
‘ ‘ ‘ ‘ ‘ ‘ ' 
. . . . . 
‘ " ‘ 
‘ *. 4 ‘ Nai A . : . 
4k SS x > é . ‘ ‘ ‘ ‘ 
: ; “~ ‘ ‘s “ul ‘ 
. . + . . - — . — > > + 
is . ' ‘ 
. 4 ~ . . * ‘ , ~ & 
. - . ™ - _ - . . 
. ‘ . ‘ whe : “ > ‘ ‘ 4 NN ‘ 
‘ ’ ; . 
. . - _ _ - 
’ > ‘ ‘ : > 
cu < - . — ™ % 
‘ ‘ ~ \, : ' 
™ . - ™ > 
5 ‘ ‘ Z x ‘ " 
. \ ; . “ = “ > > ° ™ > ’ 
~ “a ‘ ‘ oe SiS. ? r. i4\% 
" . - > _ — » > ~ _— — 
" ws ‘ 
: ‘ oPa ~ 4M ~ . 
. ‘ 
, ‘ 4 ‘ 4 4 . ‘ ‘ n 
. . . . — 
: ‘ ‘ j 
‘ ‘ , Sire % ‘ _ ™ . » ™ ‘ ‘ 
: } ‘ ’ ‘ * ‘ 
. ™ ™ > _ = + 
i. ‘ 
: . . ‘ ' P ule ‘ ‘ 
. ‘ . 4a 
( ~ WORK, a4 . ~s , ‘ aly ? 
, 4 ’ " 
. . " 7 ™ . ‘ . 
{ ‘ 7 ‘ te ‘ 
: . > ™ . — " ° ’ 7 ™ 
‘ : ‘ ‘ ‘ ‘ 
‘ ‘ 4 ’ > ‘ . . é). Au ‘ a4 : 
‘ ‘ f s . & , s/ ' ‘ ‘ y bin 4 
‘ T ' 





















‘ 
‘ ‘ " ‘ y ‘% . . 
e > > > ™ > 
. : ’ ; . 
. . . . . : . : . 4 ~* ™ > ~~ ™ ™ s 
> ors ‘ AN 
. e ~ ™ ¥ ™ " 
. ’ . 4 : a > 
: “ ‘ . x ~ ‘ p 4 ON 4 ‘ 
- » . . ae . . > ‘ " . . . 
4 . he ‘ ‘ —" 4 ‘ . . , ' i ss 
. . " . — - . . + 
‘ Pg " . . 
i’ un ‘ \ .u er . ‘ “ ‘ i " ‘ cy ‘ 
. ‘ ' ¥ iy r » ? 
‘ \ ‘ ~s 1M . = . ‘ ; . . ' ~~ 
* ‘ . 4 | . . . 
. . — "s avr d +s “u ? 7 ‘ . . 
. x . “ . : ‘ ‘ be »~% 
' i“ ~ . " 








JPRS-CAR-93-069 
17 September 1993 


The main components that receive benefits do not 
necessarily carry the same economic responsibilities; it 
follows therefore that one should not expect or demand 
that benefits or responsibilities should be equal for all. 
Macroeconomic regulations are applied by adjusting the 
rates of interests and taxes, and by administering force- 
fully the laws and regulations such as on contract, 
accounting and taxes; by ensuring that all parties that 
benefit pay the same interest and tax rates, the parties 
involved, when seeking their individual benefits on that 
basis, will be able maximize their benefits under condi- 
trons of overall equilibrium in our national economy. 
Today, China’s economic system is a transitional system; 
it is not the traditional system of a planned economy, 
which does not recognize the individual benefits and 
individual responsibilities of basic-level units; at 
present, this system has yet to recognize that benefits 
must be pluralistic and responsibilities diversified. Yet, 
once a macroeconomic crisis occurs, it becomes neces- 
sary for the central government to intervene directly in 
microeconomic management, to emphasize that benefits 
of one part must be made to serve the whole, and io 
demand that basic-level units (including local govern- 
ments) also shoulder macroeconomic regulatory respon- 
sibilities. Therefore, some comrades have said that so 
long as it is possible to enforce [the notions] “that top to 
bottom unity must be recognized, that separate parts 
must serve the whole, and that the whole country plays 
the same game of chess,”’ fundamentally speaking, a new 
system cannot be established under these circumstances. 
This line of reasoning, though rather pointedly stated, is 
not entirely unreasonable and does contain some grains 
of truth. 


Three conclusions: 


A macroeconomic regulatory system appropriate for a 
market economy is basically not yet fully developed; 
although the traditional system of controlling the 
economy has been dismantled, it still uses limited 
“financial” power to manage some production, purchase 
and sales functions, albeit within rather circumscribed 
parameters (defined mainly by the state-owned eco- 
nomic organizations). Regulations of a planned economy 
have very little influence on the vast majority of eco- 
nomic activities in the society. As a market economy- 
oriented macroeconomic regulatory system is not yet 
functioning, the situation is seen to be “out of control.” 


Under such circumstances, loss of control in the 
economy and the danger of inflation can easily occur. 
When the economy faces a crisis, the traditional 
approach of a planned economy is to enlarge the scope 
and directly regulate sources of capital and manage a 
host of economic activities such as managing prices, 
controlling credit, forcefully stopping construction 
projects, etc., and the result inevitably will damage the 
market mechanism and waste resources. 


We must accelerate reform of the macroeconomic regu- 
latory system, so that both reform and economic devel- 
opment may develop in a healthy manner. A prior 
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condition is to break down the ideological approach of 
the traditional planned economic system, and establish 
the new concept of market economy. 


PROVINCIAL 


Guangdong Official on Establishing New Market 
Economy 


93CE0683B Beijing JINGJI RIBAO in Chinese 
25 Jun 93 p 7 


[Article by Li Guikang (7812 2710 1660), deputy secre- 
tary, Dongguan City CPC Committee, Guangdong Prov- 
ince: “Speed Up Establishment of New Socialist Market 
Economy”’} 


[Text] The 14th CPC National Congress called for the 
establishment of a socialist market economy. Creating 
such a system has enormous practical importance as well 
as profound historical implications for buiiding 
socialism with Chinese characteristics and accelerating 
modernization. 


Since reform and opening up, v < have liberated our 
thinking by seeking truth from facts, instead of following 
books or orders from above slavishly. We have earnestly 
tried to grasp the spirit of instructions from the center, 
implemented central policies fully and imaginatively, 
oriented ourselves to the market, introduced a string of 
effective policies, and courageously carried out the 
socialist market economy. 


To re-energize the microeconomic base of the market 
economy, namely the enterprise, and turn it into an 
independent commodity producer, we have taken a 
series of steps: 


Created the basics of a government-enterprise relation- 
ship that will help enterprises obtain decision-making 
authority in their operations. During the early days of 
reform and opening up, we streamlined the administra- 
tive structure and delegated power, simplified the pro- 
cedures, and made our work more open and efficient. 
The result is an economic management system that helps 
enterprises operate autonomously. Back in 1978, we set 
up an export processing and assembly office to keep up 
with the development of an export-oriented economy. 
We insisted that there be one-stop shopping as far as 
foreign economic relations are concerned, a single office 
which handles everything, from negotiations and the 
management of industry and commerce to applying to 
customs, processing import-export permits, and han- 
dling the formalities involved in doing business directly 
with Hong Kong. A few years ago we had a problem with 
growing red-tape after the city was upgraded. With that 
problem specifically in mind, the city CPC committee 
and government rewrote many regulations to simplify 
formalities and make our work more effective. When it 
comes to the overhaul of government functions, we 
proposed the following: give enterprises a free hand in 
doing what the government does not do very well. the 
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government not intervene in enterprises’ business activ- 
ities, and enterprises be allowed to decide their produc- 
tion and operational activities on their own based on 
market supply-demand information. The enterprise has 
the power to choose which projects to invest in and raise 
internal funds through short-term borrowing. Enterprise 
management by the government is primarily effected 
through policy-making, legislation, taxation, and other 
economic tools. Government should concentrate its 
energies on undertakings currently beyond the capability 
of enterprises, such as infrastructural facilities in trans- 
portation, energy, as well as urban planning to create a 
favorable climate for social economic development. 


Created the rudiments of a diversified ownership struc- 
ture. With the introduction of the competitive mecha- 
nism of the market, an ownership structure that used to 
be the exclusive domain of state ownership now features 
a variety of ownership systems—state ownership, collec- 
tive ownership, private ownership, and individual own- 
ership—and the coexistence between Chinese capital 
and foreign capital. Some collective enterprises are the 
subsidiaries of state enterprises while private individuals 
can buy into both state and collective enterprises 
through stock ownership. No matter who the controiling 
shareholder of an enterprise is, it must operate on the 
market in accordance with the principle of value. The 
diversified ownership system, while still in its embryo, 
has laid the groundwork for the effort to turn the 
enterprise into an independent commodity producer and 
operator on the market. Most enterprises feature a board 
of directors, with a manager subordinate to it, operate in 
accordance with the shareholding economy, and follow a 
manager responsibility system. Some enterprises have 
met the preliminary conditions for issuing shares on the 
market; citywide 300 million yuan worth of internal 
shares have been issued. 


Tentatively reformed the hiring and distribution sys- 
tems. Enterprises have abolished their traditional per- 
sonnel and recruitment systems, giving a boost to the 
maturation of the labor market in the process. Enter- 
prises in Dongguan have absorbed over 20,000 technical 
and managerial personnel from the rest of China and 
another 40,000 from the rest of the world. Furthermore, 
they have provided jobs for almost | million Chinese 
workers. In foreign-funded enterprises, city-run collec- 
tive enterprises and some state enterprises, a new labor- 
management relationship has emerged in which there is 
dual choice, by workers as well as by the enterprise, 
where a person’s income is linked to his performance 
and the achievements of his labor, and where science and 
technology are taken seriously and have a relatively high 
rate of return. 


Zero in On price reform as the point of penetration and 
combine adjustment with decontrol, with emphasis on 
the latter. Today planned prices have largely been abol- 
ished throughout the city. For the vast majority of 
commodities, prices are formed by the supply-demand 
Situation on the market. All enterprises, including state 
enterprises, decide how much to produce and where to 
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invest based on the market suppl y-demand situation and 
market prices. Besides revitalizing the commodity 
market by decontrolling prices, the city has also devel- 
oped markets for other capital goods, such as funds, 
labor, rea! estate, technology, information, stocks and 
bonds. Prices have become the principal means of 
resource distribution on capital goods markets. Further- 
more, by pushing for the commercialization of capital 
construction involving energy and transportation guided 
by the law of value, the city has successfully made 
electricity generation and the construction of roads and 
bridges self-financing, thus easing the burden on the 
government coffers and making those projects self- 
supporting. As a result, capital construction which used 
to present the most difficulties is now a leading sector of 
the economy. 


Enter the international economic orbit gradually. Dong- 
guan has become part of the global market. Of the 10,000 
strong industrial enterprises in the city, 700 are foreign- 
funded. Each year the city procures more than 3 billion 
yuan in raw materials on the international market and 
most of the output of the 7,000 foreign-funded enter- 
prises is destined for the overseas market. There are now 
unbreakable ties among enterprises and between enter- 
prises, on the one hand, and the domestic and interna- 
tional markets, on the other. What has come into exist- 
ence is an industrial chain. While a large quantity of 
Dongguan’s output is directly sold overseas, a substan- 
tial portion finds its way back into the domestic market 
via the international market. The financial market and 
stock market too are becoming progressively interna- 
tional as many enterprises raise short-term loans on the 
international financial market. The stock of some for- 
eign-funded enterprises is traded on the Hong Kong and 
foreign stock markets. 


Since reform and opening up, ihe city has been following 
a socialist market economy. However, circumscribed by 
both objective and subjective factors, we are sti!l at the 
threshold of such an economy. Measured against a 
coherent market economy, the city’s economy still has 
many problems. 


The crux of the probiem is that we have not created a 
focal point for commodity circulation and exchange. 
Dongguan turns out a full range of products in great 
quantity, including some brand-name products with a 
national and international reputation. Judging by cus- 
toms statistics on imports and exports, Dongguan ranks 
among those cities in the province and even the nation 
handling the largest volume of exports and imports. In 
the case of many products, Dongguan has acquired a 
capacity for scale production, including some which are 
top-notch in the province, nation, and even the world. 
Dongguan, it may be said, is one of the world’s com- 
modity production centers. In contrast to its standing as 
a production center, however, Dongguan has yet to 
establish itself as a global commodity circulation and 
exchange center, this despite the endless variety of shops 
and a flourishing commercial sector in the city. A signif- 
icant portion of Dongguan’s output must go through 
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Hong Kong to realize its commodity value. There is a 
shortage of large-scale commodity exchanges in the city 
and methods of exchange are also fairly backward and 
lack variety. The exchange of a substantial share of 
capital goods and products is unorganized. The futures 
market has yet to take shape. In the case of some 
products, the capacity for scale production has not been 
accompanied by a specialized market. This is a major 
constraint on the development of the city’s market 
economy into a more sophisticated economy. 


There are other problems besides the ones mentioned 
above: 


First, the maturation of the markets for capital goods is 
still lagging. The property rights market is still immature. 
There are gridlocks in circulation channels on the finan- 
cial market. The labor market, still in its infancy, is not 
sophisticated enough. The technology and information 
markets are still in their rudimentary stages. The real 
estate market has yet to be regularized. 


Second, the economic managerial function of the gov- 
ernment and the methods by which it manages the 
economy have not been overhauled. Economic manage- 
ment agencies are still set up in a way to accommodate 
the planned economy and agricultural economy. The 
administrative setup is still that of a planned economy. 
In terms of functions, it has yet to complete the transi- 
tion from direct management to indirect management. 
Macro social and economic regulation and control is not 
effective enough. The ownership of state and collective 
enterprises has not yet been separated from their man- 
agement. As a result, these enterprises remain dependent 
to a certain extent while government remains saddied 
with the economic burden. 


Third, market rules have not been standardized. On the 
whole, the Dongguan economy is still operating in a less 
than orderly manner. Fair competition has not come 
about. Often power intrudes on the market and a per- 
son’s word replaces the law. 


From the dialectical materialistic and historical materi- 
alistic viewpoints, this state of affairs is an inevitable 
product of the way things develop. It is caused by the 
following factors. One, the construction of our socialist 
market economy rests on a fairly weak foundation. In the 
pre-reform and pre-open policy era, ours was predomi- 
nantly an agricultural economy. The economic manage- 
ment system was in the mode of a planned economy. 
Educational standards were by arid large quite low. To 
establish a modern market economy on such a fragile 
foundation presents enormous difficulties. Second, the 
development of a market economy is highly susceptible 
to the impact of external factors, especially the influence 
of the Hong Kong economy. Thus the development of a 
market economy in Dongguan is driven not so much by 
reform, where we can exercise some initiative, as by the 
external market. Third, it is hemmed in by the law of 
development of the market economy itself. There are 
three development stages the commodity economy must 
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go through—smal! commodity economy, primitive free 
economy, and modern market economy. Since the 
market economy is a higher and more developed form of 
the commodity economy, its creation and development 
requires a historical process and is not something that 
can be achieved overnight. 


Continuing reform and opening up, the establishment of 
the status of the socialist market economy, the accession 
of China to the GATT, the return of Hong Kong in 1997, 
the growing regionalization in the world economy, and 
the imminent emergence of the “Asian Pacific economic 
sphere”’...all this will create for Dongguan a domestic 
macroeconomic climate and international economic cli- 
mate that has never existed before, an epoch-making 
opportunity. If we work hard, Dongguan will certainly 
become a modern city that operates in accordance with 
international practices, a production and circulation 
center for international industrial products, a transpor- 
tation hub and a focal point for the cluster of cities in the 
Zhujiang Delta. Thus we must accelerate the creation of 
a socialist market economy in Dongguan in accordance 
with the requirements of a modern city that can serve as 
both a regional and an international urban center. 


1. Go all out to build a variety of markets to turn 
Dongguan into a commodity circulation and exchange 
center. Build Dongguan up as an international circula- 
tion and exchange center as well as an industrial goods 
production center for the world by creating a host of 
large-scale specialized exchanges, establish a number of 
commercia! houses, companies, brokerages, and other 
intermediate organizations for commodity exchange. 


Accelerate the maturation of five markets. First, estab- 
lish a large number of retail and wholesale shopping 
centers to inject life into commodity circulation. Second, 
develop a number of specialized markets for such indus- 
tria! products as textile apparel, electronics, watches and 
clocks, food, toys, and shoes. Third, develop an import- 
substituting raw materials market. Fourth, develop a 
wholesaie market featuring primarily good-quality fruit 
to spearhead the development of a modern agriculture in 
Dongguan. Fifth, establish a futures market. 


Establish many large-scale commercial houses and com- 
panies. If the products of the enterprises in Dongguan 
are to capture a larger slice of the domestic and interna- 
tional markets, we must put an end to the present 
situation with its fragmentation and total reliance on 
foreign firms. Set up some large-scale commercial houses 
and companies, put together an ocean-going fleet, and 
establish an extensive sales network at home and over- 
seas to be responsible for marketing and selling the 
output of the city’s enterprises. By centralizing publicity 
and creating uniform trademarks, we can create a favor- 
able image, broaden our influence, and expand the 
market share of Dongguan products, both at home and 
abroad. At the same time, we must go all out to train 
qualified personnel, particularly people who are both 
proficient in foreign languages and have expertise in 
commerce and trade, and recruit a number of returned 
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students. Reform the entry-departure application pro- 
cess within the limits allowed by law. Make an effort to 
liberalize the departure restrictions and simplify the 
application process and visa formalities to let more 
personnel go overseas to do business. 


Work hard to develop the brokerage profession. Brokers 
and brokerage firms are irreplaceable as a facilitator of 
circulation and a stimulant of the economy and produc- 
tion. As the stock market and futures market develop, in 
particular, brokers will become indispensable. Brokers 
made their first appearance in Dongguan a few years 
back, but the profession is in an unorganized, sporadic 
State, not yet an industry. Brokerage firms are few and 
far between, operating on a small scale within a strictly 
limited area. To better facilitate commodity circulation, 
we must develop the brokerage business vigorously so 
that it can play a wider role in the market economy. 


2. Hasten the maturation of the capital goods market 
and work hard to bring about the optimal allocation of 
resources. The formation and development of the prop- 
erty rights market and financial market will spur the 
maturation and development of other markets, which in 
turn, will promote the development of a market 
economy in the city even more effectively. Go all out to 
develop a property rights exchange market to put an end 
to what characterizes the city’s property rights market at 
present: its crudity, its sporadic and spontaneous nature, 
and its high exchange costs. By establishing centers for 
property rights exchange, including auction houses and 
property rights exchanges, we can broaden the role of the 
market in property rights exchange, turn property rights 
into securities, socialize such exchange, widen its scope, 
and lower its costs. Accelerate the maturation of the 
financial market. Dongguan has few financial institu- 
tions, the industry is not competitive enough, there are 
only limited channels for raising short-term loans, and 
means of account settlement are backward...all this has 
constrained economic development in Dongguan up to a 
point. To better foster economic development, we must 
nurture and develop the financial market in the city in 
accordance with well-established laws on the interna- 
tional financial market as well as its requirements: 
internationalize operations on the financial market, 
diversify the channels of fund-raising, modernize the 
methods of account settlement, and make the market run 
more efficiently. 


Speed up the maturation of such capital goods markets 
as those for technology, information, labor, and real 
estate. Set up a technical market to realize the value of 
technology, promote technical development. and expe- 
dite technical progress. Continue the system of making 
land use rights transferable in return for payment and 
invigorate the real estate market. Allow the free move- 
ment of labor. Make people pay for the use of informa- 
tion and promote the formation of an information 
market. 


3. Double the effort to formulate laws and regulations 
for the market and regularize economic behavior. The 
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market economy is an economy based on the market and 
regulated by law. The standardization of market laws 
and regulations is a basic requirement of the operation 
and development of the market economy. The market 
orientation of enterprises requires corresponding eco- 
nomic institutions, laws and regulations to set limits and 
regularize them. Government conduct too must comply 
with the objective principles of the market economy and 
be regularized and restrained by laws and regulations. 
Fair and appropriate local laws and regulations must be 
drawn up in light of local conditions. Reform measures 
that have proven to be effective and mature after vears of 
practice should be written into law promptly. With such 
phenomena as administrative power intruding upon the 
market and supplanting the law with a person’s word, we 
must hand over to law offices, accounting offices, and 
auditing offices a substantial number of what used to be 
government functions, gradually turning these bodies 
into the intermediate organizations that link together 
enterprises and regularize enterprise behavior. 
Revolving around the needs of establishing a new market 
economy, crack down on economic crimes unwaver- 
ingly, particularly corruption and bribery cases. Step up 
the investigation and processing of crimes that disrupt 
order on the financial, commercial and trade. and real 
estate markets. 


4. Create a government operating mechanism suited to 
the market economy. Overhaul government functions 
and intensify macroeconomic management. in a market 
economy, the principal government functions are to 
make comprehensive planning, develop policies. guide 
information, organize, provide services, inspect. and 
supervise. To change government functions, our first 
order of business 1s to separate the social management 
functions of government from its property rights man- 
agement functions so that government administration 1s 
totally severed from enterprise management. and 
siraighten out their relations. Identify all the ownership 
functions now scattered among various government 
agencies and turn them over to bodies that manage state 
or collective properties so that such properties would be 
more effectively managed. Make better use of state and 
collective properties in influencing, regulating. and con- 
trolling the market in accordance with the requirements 
of social economic development. Government's prin- 
cipal responsibility is to discharge its social management 
functions, focusing on the strengthening of macro social 
management. Macroeconomic management should 
mainly take the form of indirect regulation and control. 
By formulating a national economic development 
Strategy and industrial policy, the comprehensive gov- 
ernment departments in charge of macroeconomic man- 
agement should do a good job in comprehensive balance 
and economic forecasting. guide the rational distribution 
of productive forces, Optimize the economy and tie 
industrial structure. and ensure sustained and steady 
economic growth. In addition, using market informa- 
tion, they should amend the existing objectives of 
national economic development in the light of informa- 
tion from the market. The government should use a mix 
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of economic, legal, and administrative tools to regulate 
and control the macroeconomy, with emphasis on eco- 
nomic levers. It should also seek to influence and guide 
enterprises, regularize enterprise behavior, and through 
the market, achieve its macroeconomic regulatory and 
control objectives. 


Reform the government machinery based on the require- 
ments of the market economy. We must increase and 
strengthen organs that carry out indirect macroeconomic 
regulation and control while abolishing and weakening 
those organs which are involved in direct management 
Or are operating the enterprises, depending on the 
requirements of the market economy. We must set up a 
government management system featuring a streamlined 
administrative structure but capable of regulating the 
market effectively and operating effectively. Agencies 
not suited to the development of a market economy 
should be streamlined out of existence. Offices that 
duplicate one another's functions or have very similar 
duties should be merged. Corporations and bureaus 
which are semi-administration and semi-enterprise but 
which should become administrative and managerial 
organs must be given administrative and managerial 
responsibilities and cease to operate as enterprises. 
Other corporations and bureaus must not be given 
administrative responsibilities but must be turned into 
enterprises. On the other hand, there is a need to create 
new central agencies to carry Out indirect macroeco- 
nomic regulation and control to keep up with the needs 
of a market economy. Macroeconomic regulation and 
control departments such as the tax and finance depart- 
ments as well as other economic supervision, informa- 
tion, and comprehensive management agencies, like 
auditing, industry and commerce administration, land, 
planning, and environmental protection, should be 
strengthened. 


Work hard to enhance the ability of leading cadres to 
Steer the market economy. Combine the overhaul of 
government functions and organizational streamlining 
with the improvement of the structure of government 
personnel and their quality. Diligently create the condi- 
tions and use both short-term rotational trainine and 
long-term training to give every leading cadre an oppor- 
tunity for systematic learning at every point in time. 
Through training, familiarize leading cadres at all levels 
with social management and economic management, 
particularly macroeconomic management, and equip 
them with market economic theories and macroeco- 
nomic management theories to enhance their ability to 
Steer the economy. 


FINANCE, BANKING 


Establishment of Foreign Trade Bank Urged 


93CE0713B Beijing GUOJI MAOYI [INTERTRADE] 
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{Article by Han Jiyun (7281 4949 7189): “Establishing 
China’s Foreign Trade Bank*’} 
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[Text] I. Necessity 


A. Reform and opening up is China's permanent and 
staunch state policy. 


To help China realize the four modernizations and raise 
our living standards, at the Third Plenary Session of the 
11th Party Central Committee, the party summed up our 
historical experiences and lessons and went with the flow 
of the world’s economic trend and the development of 
high-tech and advanced technologies and seized the 
opportunity to propose the grand strategic decision of 
reform and opening up. After 14 year’s of hard work, 
today China’s export-oriented economy has begun to 
take shape, and basically we have opened up in all 
directions. We have been very successful in the areas of 
foreign trade, foreign capital use, and foreign economic 
and technological cooperation. Because reform and 
Opening is a staunch and permanent state policy, we have 
the policy safeguard and the theoretical basis for estab- 
lishing a state foreign trade bank. and establishing a state 
foreign trade bank also complies with the principle of 
continuous development and breakthroughs in the 
course of reform and opening up. Under today’s circum- 
stances, much can be accomplished by having a state 
foreign trade bank. 


B. China's balance of payments and international reserve 
are in good shape. 


International balance of payments reflects a nation’s 
foreign economic strength and acts as a barometer for 
the nation’s foreign economic activities. International 
reserve refers to the internationally accepted liquid 
assets a nation officially holds which can be used to make 
foreign payments and maintain the exchange rates. It 
primarily includes the gold reserve and foreign exchange 
reserve that can be used to meet international payments. 
Today, it is generally believed that the cash reserve 
nations have deposited with the IMF and their Special 
Drawing Rights are also part of their reserved assets. 
Since reform and opening up and in the wake of the 
expansion of foreign trade and the continuous develop- 
ment of our national economy, China’s balance of pay- 
ments and international reserve situation have been in 
good shape. In particular, our foreign currency reserve 
has continued to grow, which has greatly increased our 
economic and financial strength. Statistics show that in 
1990 and 1992, we had a cumulative surplus of $22 
billion after balancing our regular revenues and expen- 
ditures. In March 1992, we had a gold reserve of 12.67 
million oz and foreign exchange reserve of $43.470 
billion (based on the old method of computation). Spe- 
cifically, the state’s foreign exchange balance was 
$23.920 billion; Bank of China’s foreign exchange bal- 
ance was $19.559 billion. These represent significant 
increases compared to previous years. China’s interna- 
tional payments are balanced and iis international 
reserve is growing, and these have laid the material 
foundation for the establishment of a state foreign trade 
bank; they make the project less difficult, which makes it 
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easier for us to make plans and take action and in turn 
increases our chance of success. 


C. China has successfully opened some financial organi- 
zations and institutions that engage in foreign exchange 
business either exclusively or as a sideline. 


Before reform and opening up, all of China’s foreign 
exchange businesses were handled centrally by the Bank 
of China, the state’s specialized foreign exchange bank. 
With the implementation of the policy of reform and 
opening up and the development of the export-oriented 
economy, allowing only one bank to handle all foreign 
exchange businesses could no longer meet the needs of 
economic development, handle the constantly expanding 
tasks in foreign capital use, satisfy the growing demand 
tor foreign exchange funds at home, and meet the needs 
of providing many different types of high quality foreign 
exchange financial services. For these reasons, China 
began to restructure and readjust the foreign exchange 
business management system in 1979. The purpose was 
to expand the scope of foreign exchange business man- 
agement and raise the standard and improve the quality 
of foreign exchange business and increase Sino-foreign 
financial cooperations. After 14 years of hard work, we 
have successfully opened some financial organizations 
and institutions that handle foreign exchange business 
exclusively or as a sideline, and they include Sino-foreign 
joint venture banks as well as foreign-owned banks: For 
example, China International Trust and Investment Cor- 
poration, Bank of Communications, China Trust Indus- 
trial Bank, Guangdong’s Development Bank, Shenzhen’s 
Development Bank, Fujian’s Xingye Bank, Shekou’s 
Merchant Steam Navigation Bank, Xiamen’s Interna- 
tional Bank, China International Finance Company 
Ltd., and Zhuhai’s Nantong Bank. In addition, Bank of 
Industry and Commerce, Bank of Agriculture, and Con- 
struction Bank and their branches also were given per- 
mission to conduct foreign exchange business in 1988. 
According to the State Exchange Control Administra- 
tion’s statistics, currently, nine banks and their 200 
branches and subsidiaries, 31 foreign-owned banks, one 
Sino-foreign joint-venture bank, one Sino-foreign 
finance company, and 119 nonbank financial institu- 
tions have permission to operate foreign exchange busi- 
ness. Nationwide, we have developed a new financial 
pattern where banks and financial institutions offer 
overlapping foreign exchange businesses, compete with 
one another, promote one another, and help improve 
one another. The opening of the above financial organi- 
zations and institutions not only has enriched our 
socialist school of finance but has also enabled us to 
gather some tentative experience in establishing and 
managing foreign exchange banks. These factors will be 
very helpful when we set up a state foreign trade bank. 
Today, we should seize the moment and take advantage 
of these financial organizations and institutions and lose 
no time in setting up a state foreign trade bank to 
promote the development of the export-oriented 
economy and the thorough reform of the financial 
system. 
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D. The western developed nation’s experiences in setting 
up foreign trade banks. 


The United States, Britain, Germany, Japan, France, 
and other western developed nations have a long history 
in the operation of foreign trade banks. Their guiding 
ideology is basically to fully use their credit policies and 
financial measures to improve the quality and increase 
the quantity and competitiveness of their export goods, 
to expand and win markets abroad, and to strive for 
higher profit and promote their own nation’s economic 
development, and they hope to accomplish all these 
without violating GATT regulations. The Western devel- 
oped nations generally operate two types of foreign trade 
banks, official and semi-official. Official foreign trade 
banks usually operate with a certain amount of state- 
allocated funds, but they have autonomous management 
rights, and basically they are independently accountable 
and must take care of their own profits and losses, and 
their businesses are guided, supervised, regulated and 
controlled by the central bank. Semi-official foreign 
trade banks are funded by the state together with other 
financial groups and companies. Generally, they operate 
under a shareholding system and are managed by their 
respective board of directors. They are autonomous and 
must take care of their own profits and losses, and their 
operations are also guided, supervised, regulated and 
controlled indirectly by the central bank. In terms of 
organization, except for the main office of a state foreign 
trade bank, the branches and subsidiaries are located all 
over the country and overseas, and they form a complete 
system and network. The scope of their operation tends 
to be fairly broad. Primarily, it includes trade and 
nontrade international settlements, foreign trade credit 
and foreign exchange credit, enterprise loan and export 
credit, international bank group loans and commercial 
credit, international trust and investment and interna- 
tional leasing, the buying and selling of foreign curren- 
cies and gold, the issuance of negotiable securities and 
bonds, export insurance and guarantee, all types of 
foreign exchange deposits and remittance, savings 
deposits, signing agreements with foreign governments 
and central banks, and participation in international 
financial activities. In terms of means of providing 
services, they all use the latest financial tools, advanced 
technologies and equipment, computerized operating 
systems and so on. In short, the Western developed 
nations have accumulated rich experiences in foreign 
trade bank’s installations, credit policies, financial mea- 
sures, service standards and so on, and we should emu- 
late and learn from them. We should stay in touch with 
these western foreign trade banks, amplify their strong 
points and avoid their mistakes, and strive to set up a 
modern state foreign trade bank with Chinese character- 
istics. 


Il. Specific Ideas in Setting Up a Chinese Foreign 
Trade Bank 


Establishing a Chinese foreign trade bank is a fairly large 
project. It requires the state’s vigorous support and 
effective cooperation from all quarters of society. The 
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author has designed the following concrete steps for 
setting up a Chinese foreign trade bank: 


1. The Chinese foreign trade bank should be governed by 
the Pe ple’s Bank 


The People’s Bank 15 China’s central bank. Its main tasks 
are to guide and manage the nation’s financial affairs, 
concentrate on the research and formulation of the 
nation’s macroeconomic financial decisions, strengthen 
credit fund management, and keep the currency stable. 
Its specific functions include studying and drawing up 
the financial guiding principles, financial policies, 
decrees, and basic systems; controlling currency issu- 
ance: formulating the state’s comprehensive credit plans; 
managing the credit funds at the central level; managing 
the revenues and expenditures on behalf of the treasury: 
issuing government bonds; administering renminbi 
deposit rates and exchange rates centrallly; controlling 
the state’s foreign exchange and foreign loans and the 
State’s foreign exchange reserve and gold reserve at the 
central level and so on. Thus China’s foreign trade 
bank’s operation should be guided, supervised, and 
checked by the People’s Bank. Its status should be equal 
to that of Bank of Industry and Commerce, Agricultural 
Bank, Construction Bank, Bank of China, and other 
specialized banks. Specifically, the foreign trade bank is 
an economic entity specializing in the credit business; it 
is tailored for the People’s Bank’s financial administra- 
tion and management. It must implement the guiding 
principles, policies, decrees, and systems formulated by 
the People’s Bank as well as the decisions made by the 
People’s Bank’s board of directors. In terms of opera- 
tion, its relationship with the People’s Bank is that of 
depositor and borrcwer, but meanwhile it has total 
autonomy in management and can promulgate its own 
credit principles and financial policies based on the 
state's and the People’s Bank’s guiding principles and 
policies and its own characteristics. In short, only under 
the unified leadership and with the support of the 
People’s Bank and only by cooperating with the other 
specialized banks can the foreign trade bank truly give 
play to its own superiority and role in promoting the 
development of China’s foreign trade and export- 
oriented economy. 


B. The foreign trade bank’s financial scope: 


Based on the experiences of Western developed nations, 
China’s foreign trade bank should not operate with too 
much or too little capital to start with. If funds are 
limited, it cannot give play to its role as a specialized 
foreign trade bank and cannot help promote the devel- 
opment of export trade. Too much capital will add to the 
state’s financial burden and affect the state's input in and 
the development of other industries. Looking at some 
Western developed nations’ foreign trade banks, our 
bank should at best have $25 billion to work with. These 
funds may be raised through the following channels: 
One, state allocation: this is the main fund-gathering 


ECONOMIC 17 


channel. Considering China’s ample foreign exchange 
reserve, the Finance Ministry should be able to allocate 
$15-18 billion. Second, issue foreign exchange bonds at 
home and abroad. Statisiics show that currently Chinese 
citizens have at least $10 billion in foreign currency 
deposits. We can use high interest rates and other means 
to attract some of these funds. Third, issue foreign 
bonds. This was the fastest growing means of raising 
funds in the 1980s. Today, there is a large amount of 
“idle money” in the international financial markets. We 
can adopt preferential interest rates and early redemp- 
tion and other ways to attract some of these funds; we 
can issue $4-5 billion’s worth of foreign bonds. Four, 
take out international commercial loans. So long as it 
benefits us, we should borrow international commercial 
loans that have fairly low interest rates and fairly long 
repayment periods. The total loan amount should be 
kept at around $4 billion. Through the above efforts, I 
think we can easily raise $25 billion in capital to set up a 
foreign trade bank in China. 


C. The nature, tasks, and functions of China's foreign 
trade bank: 


The foreign trade bank should be a state bank special- 
izing in foreign exchange and has the important respon- 
sibility of supporting China’s foreign trade operations 
and developing the export-oriented economy. It is the 
main window through which we conduct our foreign 
financial activities. The foreign trade bank should be 
completely official, and in terms of operation, it should 
be independently accountable, responsible for its own 
profits and losses, and be held responsible to the state. Its 
main duties are to comply with the state’s relevant 
financial policies and guiding principles and make use of 
all the credit policies and financial measures to support 
the import and export activities of manufacturers of 
machinery and electronic products and foreign trade 
enterprises and also take care of international economic 
cooperation and exchange and all activities that facilitate 
the expansion of foreign trade. It should take part in 
cooperation and competition in the international finan- 
cial realm and effectively promote China’s foreign trade 
operation and the development of our export-oriented 
economy and continuing reform and opening up. Its 
specific functions should include the following: It should 
provide jumbo, low interest buyer's credit and seller's 
credit to foreign trade enterprises; take care of dis- 
counted collection; provide intermediate-term loans to 
foreign financial institutions we are cooperating with; 
provide guarantee and insurance for foreign trade enter- 
prises; provide funds for large domestic and foreign 
projects; provide loans or insurance for the export of 
large, complete sets of equipment; provide low-interest 
loans to export manufacturers, especially manufactuers 
of machinery and electronic products for export; provide 
loans to the “three kinds of wholly or partially foreign- 
owned” enterprises. In short, as a policy-oriented state 
bank, China’s foreign trade bank should vigorously nur- 
ture and give support to China’s foreign trade activities 
via low-interest loans and other financial measures. 
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D. Specific procedures for setting up China's foreign trade 
hank 


Setting up China's foreign trade bank will be a major 
event in the course of restructuring China's financial 
system, and we must proceed with caution, but consid- 
ering China's rapid economic development today, espe- 
cially the tremendous pressure our foreign exports are 
facing, | do not think it would be wise to put it off much 
longer, otherwise we may miss the strategic opportunity 
and will adversely affect our Eighth Five-Year Plan and 
prevent our economy from taking off. Thus, the state 
should take decisive measures and promptly put setting 
up a foreign trade bank on its agenda, striving to 
complete the initial steps and put it into operation 
within two years. In view of the many problems and all 
that 1s going on today, the state can take two separate 
Steps in setting up the foreign trade bank, that is, adopt 
a guiding principle of making it a step-by-step process: 


|. The near-term goal is to get the experts together to 
study the issue and set up the foreign trade bank’s main 
office and open several major branches. 


Conducting feasibility studies and theoretical debates 1s 
the basic guarantee of the establishment of China's 
foreign trade bank. At this stage, the state should gather 
the relevant financial experts, economists, foreign trade 
experts and so on to investigate, study, and debate and 
especially conduct a thorough study of the functions, size 
of capital, actual role, and specific duties of foreign trade 
banks in the United States, Japan, Germany, Britain, 
France, and Korea and so on (for example, U.S. and 
Japanese banks have been very effective in extending 
financial help to exporters.) We must strive to be accu- 
rate and meticulous, leaving no stones unturned. At the 
same time, nations that have not set up foreign trade 
banks (such as India) should be looked into to see how 
they support their foreign exports. In this way, upon 
repeated debates and proofs, we can be sure of our 
foreign trade bank’s success. After we are sure of its 
feasibility, we can then set up a preparatory organization 
to put the concrete plans into effect. First we should set 
up the headquarters of the foreign trade bank, and at the 
same time, we can also set up several branches in the 
major cities and economic zones and also pave the way 
for several overseas branches, striving to complete the 
framework for the foreign trade bank and put it into 
operation within two years. 


2. The long-term goal is to set up branches and subsid- 
laries in every province, autonomous region, munici- 
pality and all major countries with whom we have 
economic and trade relations to form a complete foreign 
trade bank system and network. 


When the foreign trade bank first begins its operation, no 
doudt it will be constrained by its scale, organizational 
layout and other factors and will not be able to give full 
play to its functions and intended role. To truly give play 
to the foreign trade bank’s functions and intended role. 
we must further improve and amplify its system so that 
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it forms a huge network inside and outside of the 
country. This 1s its future direction and 1s also the key to 
whether it will eventually rank among the great interna- 
tional banks. With the goal of turning China's foreign 
trade bank into a fully-equipped. modern. first-rate 
international bank, after setting up its headquarters and 
the pertinent branches and subsidiaries. and as we prac- 
tise, learn, and improve, we should immediately open up 
branches in all provinces, autonomous regions, munici- 
palities, and major countries with whom we have eco- 
nomic and trade relations to form a complete system and 
network as soon as possible. Preferably, we should com- 
plete this process within two or three years. In this way, 
surrounded and protected by so many branches and 
subsidiaries at home and abroad. and with their cooper- 
ation, the foreign trade bank will be able to play its role 
in supporting our foreign trade ui:dertakings and pro- 
mote the development of our export-oriented economy 
and usher our foreign export into a new phase and turn 
China into a truly great trading nation in the world. 


Furthermore, it must be pointed out emphatically that 
when establishing the foreign trade bank, we must pay 
special attention to perfecting Bank of China’s existing 
functions and vigorously give play to its important role 
in supporting exports. We should smooth the relation- 
ship between the foreign trade bank and Bank of China 
in terms of delineating their respective business scope 
and actively encourage them to join hands and act as a 
pair in promoting the development of China's foreign 
trade undertakings and strengthening our international 
financial industry and help China's financial industry 
shine brilliantly in the international economic arena. 


AGRICULTURE 


Ways To Improve Investment in Agriculture 
93CE0723A Beijing JINGJI KEXUE [ECONOMIC 
SCIENCE] in Chinese No 3, 20 Jun 93 pp 12-18] 


[Article by Task Force for the Study of Chinese Agricul- 
ture Investment Problems: “Investment in Agriculture: 
Choice Between a Historically Uniquely Difficult 
Problem and Grim Reality” ] 


[Text] Agricultural investment means the inanimate 
labor consumption and the animate labor accumulation 
that the state. collectives, and agricultural households 
provide to the rural farming industry, forestry, water 
conservancy, meteorology, livestock industry, aquatic 
products industry, agricultural land reclamation, farm 
mechanization, and other rural endeavors. It includes 
the investment in agriculture by the central government 
and local people’s government at all levels, the agricul- 
tural credit that state banks and other financial institu- 
tions issue, the agricultural credit that foreign govern- 
ments and internatignal financial institutions provide, 
the outlays of a production and operating nature, and 
labor inputs into agriculture of community collective 
economic organizations and peasant houscholds. 


It is common knowledge that China 1s a large developing 
agricultural country in which agriculture is of major 
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importance for economic development, social stability, 
and the ability of the nation to stand on its own two feet. 
Therefore, the 14th party congress report emphas:zed 
the need for “a high degree of serious attention to 
agriculture,” and “increased investment in agriculture in 
many different forms and through many different chan- 
nels.’ This is a scientific decision that has been repeat- 
edly validated through practice during the past more 
than 40 years of the tortuous development of China's 
agriculture. At the present stage in China’s development, 
in particular, when the material and technical founda- 
tion 1s weak and reserve strength for development is 
lacking, correct understanding of the agricultural invest- 
ment mechanism, gradually increasing the investment in 
agriculture of the state, collectives, and the peasants, and 
building an accumulation and investment mechanism to 
develop agriculture certainly holds extremely important 
practical significance, for advancing the sustained and 
steady development of China’s agriculture. 


Challenges: Status of Investment in China's Agriculture 
During Transformation 


Taking the fixed agricultural investment pattern and 
investment accumulation mechanism as a given, the 
status of China’s investment in agriculture may be 
portrayed from four different angles as follows: 


1. Total Investment in Agriculture: Grossly Inadequate 


A large body of facts shows that as investment in 
agriculture increases, the outtput value of agriculture 
increases. Between 1950 and 1980, the lead coefficient 
for investment in agriculture in the United States was 
1.17. In the United Kingdom, it was 1.42, and in Japan 
it was 1.68. Investment in agriculture as a percentage of 
gross agricultural output value is an important indicator 
for reflecting ability to make further inputs into agricul- 
ture. In 1980, this percentage was 28.6 percent for the 
United States, 22 percent for the United Kingdom, and 
12.1 percent for India. In China, however, a retrograde 
situation occurred of sluggish increase in investment and 
decline in the amount of investment in agriculture. One 
can determine in two ways that total investment in 
agriculture in China ts insufficient: Calculations based 
on the correlation between agricultural growth and 
increase in agricultural output value show a 5.2 percent 
per year increase in the gross output value of China's 
agriculture between 1953 and 1980, and investment in 
agriculture increased an average 8.1 percent each year, 
producing a lead coefficient of 1.16 for investment in 
agriculture. Using this coefficient as a basis for calcula- 
tions, the ideal value for investment in agriculture in 
China from 1981 to 1988 should have been 42 billion 
yuan more than the actual figure. Looked at in terms of 
the reinvestment in agriculture, 39.4 percent of the gross 
Output value of agriculture was reinvested in 1978, the 
percentage declining to 31.6 percent in 1989. If the 1979 
portion of the gross output value of agriculture rein- 
vested 1s used as a basis, between 1980 and 1988 annual 
total investment in agriculture was an average 5 billion 
yuan less than it should have been. 
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2. Course of Investment in Agriculture: Abnormal Ups 
and Downs 


During the 34 year period from 1953 to 1986. gross 
investment in agriculture in China increased 3.6 fold, or 
an average |2 percent each year. However. investment 
dipped | 1 times, the average dip being 31.1 percent. two 
times more than the average dip in the gross output value 
of agriculture. State investment in agriculture dipped the 
most to as much as 54.6 percent. This included the 
greatest dip of 196.7 percentage points in investment in 
capital construction. Dips averaged 93.7 percent. This 
indicator is far higher than the dip in either total gross 
investment in agriculture or the gross output value of 
agriculture. 


3. Sources of Investment in Agriculture: Structurally 
Fractured 


First, decrease in state investment in agriculture. and the 
outflow of agricultural credit funds have produced an 
enduring and complete fracturing of the investment 
needed for the development of agriculture. State invest- 
ment in agriculture during the Fifth Five-Year Plan 
totaled 69.341 billion yuan. This decreased to 68.848 
billion yuan during the Sixth Five-Year Plan—a 35.3 
percent of the total amount. The amount of money 
allocated for investment in the capital construction of 
agriculture increased from the First to the Fifth Five- 
Year Plan. After 1980, however, a sharp decline began. 
By 1988, only 3.964 billion yuan was invested, meaning 
a 63.51 percent decline from 1978. At the same time, a 
great outflow of agricultural credit funds also occurred in 
China. Second, the reduction in government investment 
in agriculture, and the weak ability of rural collective 
economic organizations to accumulate funds led to a 
fracturing of the investment needed for the development 
of agriculture within regions. Furthermore, in view of the 
simultaneous decrease in both natio:.al and local invest- 
ment in agriculture, not only did we not formulate 
policies to encourage and guide peasant households to 
invest, but we put numerous roadblocks in their way that 
restrained expansion of peasant household investment in 
agriculture. This brought about the third “fault zone™ in 
China’s investment in agriculture. 


4. Principal Investment Entities: Skewed Behavior and 
Oislocations 


A. Skewed government investment in the wake of imple- 
mentation of the funds substitution policy. 


First of all, guiding policies for the substitution of 
investment skewed the state’s responsibility for investing 
in agriculture. Implementation of the rural output- 
related contracting system, and product price policy 
readjustments produced the ultra-high speed growth of 
agriculture during the early 1980s. Moreover. growth of 
agriculture reinforced the effects of policy and diluted 
interest in increasing investment. Despite the varying 
degrees of interest in the agricultural investment 
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problem that central government documents on agricul- 
tural problems show, the reality of a steady decline in 
investment in agriculture has not attracted the serious 
attention that it should. 


Second is dislocations in the form and substance of 
investment orientation. State investment in water con- 
servancy construction takes the lion’s share of invest- 
ment in agriculture. It has consistently taken more than 
50 percent, and 80 percent of the investment in water 
conservancy has been spent on large river projects. 
However, benefits from the harnessing of large rivers 
and the construction ot large river projects go far beyond 
agriculture. Such projects have a direct or indirect 
bearing on every trade and industry in society. Broken 
down by investment sector, current investment statistics 
are of two kinds. One is administrative statistics on the 
amount of investment in each sector; the other is statis- 
tics on how the investment is used in each industry. 
Generally speaking, investment figured on the basis of 
sectors should be greater than investment figured in 
terms of industry-by-industry statistics. The increasing 
difference between the two shows that more and more of 
the investment by sector is going into industries other 
than agriculture. Up until the Sixth Five-Year Plan, 
investment in agriculture accounted for more than 80 
percent of administrative system investment. During the 
Sixth Five-Year Plan, this investment averaged 80 per- 
cent, falling to 66.1 percent by 1987. 


Third is the dislocation between the methods and goals 
of the orientation of investment. The overall process of 
reducing investment in agriculture was one in which the 
reduction of state, collective, and peasant household 
investment in agriculture proceeded from first a state, 
then a collective, and finally a peasant household reduc- 
tron. Reduction in state budgeted investment in agricul- 
ture set off a fall in investment in agriculture throughout 
society. Up until 19832, investment in agriculture 
showed a steadily rising trend, always remaining at 
around !0 percent of total investment. The year 1986 
brought to an end the many year rising trend in all 
society's investment in agriculture. A major slide 
occurred, the percentage falling from 7.7 percent in 1985 
to 4.1 percent in 1989. At the same time, the state several 
times raised interest rates on agricultural loans, thereby 
causing a further increase in agricultural production 
Opportunity costs that put a damper on peasant house- 
hold expansion of investment in agriculture. 


B. State macroeconomic agricultural policy deviations 
led to skewed peasant household investment behavior. 


First, investment in consumption replaced investment in 
production, thereby distorting accumulations. In 1984, 
peasani households invested 13.973 billion yuan in the 
purchase of fixed assets for production purposes, but this 
decreased to 7.181 billion yuan by 1986, and despite a 
1988 increase over 1986, investment was still 4.755 
billion yuan less than in 1984. Moreover, between 1984 
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and 1988, peasant investment in the building of houses 
shot up from 23.938 billion yuan to 74.122 billion yuan 
in a 2.1 fold increase. 


Second short-term investment replaced long-term 
investment, the trend toward short-term peasant house- 
hold investment being marked. This was manifest in a 
concentrated way in peasant households’ plunder-style 
farming of the land. the investment in the land of 
iMmanimate and animate labor greatly decreasing and 
Causing a decline in soil fertility. 


Third, increase in commodity style investment slowed, a 
Situation sometimes occurring in which self-sufficiency 
Style investment replaced commodity style investment 
For example, peasants began making their own hand 
tools in large numbers, while large and medium size farm 
machines were allowed to become old and deteriorate. 


Fourth, investment in other than agriculture replaced 
investment in agriculture. the trend toward peasant 
investment in nonagricultural pursuits intensifying. 
State Statistical Bureau statistics show that in 1983 the 
average original value of productive assets was | .033.03 
yuan per peasant household. up 564.90 yuan from 1983. 
Of this amount, increase in the original value of agricul- 
tural fixed assets accounted for 42.6 percent of the total 
increase. Increase in nonagricultural fixed assets 
accounted for 53.1 percent. It 1s particularly noteworthy 
that the tendency to use agricultural fixed assets for 
nonagricultural purposes was extremely strong. In 1988. 
the number of large and medium size tractors and small 
hand tractors increased by 125,000 and 4.082 million 
respectively over 1980. Meanwhile.the cultivated land 
area decreased 76.000 hectares. 


The main factors influencing investment in agriculture 
in China today are of the following three kinds: 


1. The trend toward urbanization of macroeconomic 
policy has led to a trend toward investment nonagricul- 
tural industries. 


Since the PRC was first founded, it has pursued an 
economic development strategy tilted in favor of heavy 
industry, and no correction to this industry-oriented 
development strategy has been made since 1978. On the 
contrary, the policy has led to a trend toward urbaniza- 
tion on an even larger scale. 


First, government credit policy, which favors industry at 
the expense of agriculture, has led to serious starvation 
of investment in agriculture. 


During the First Five-Year Plan, governmr nt invested 
4.1 billion yuan in the capital construction of farming. 
forestry, water conservancy, and meteorology. This 
amounted to 7.1 percent of total national economic 
investment. During the Second Five-Year Plan. the 
percentage rose to 11.3. During the Third and Fourth 
Five-Year Plans, it fell again to 10.7 and 9.8 percent. and 
during the Sixth Five-Year Plan, it was only 5.1 percent. 
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However, the macroeconomic investment pattern hap- 
pened to be just the reverse. During the past more than 
30 years, China has maintained a high accumulation rate 
of approximately 30 percent, three-fourths of it accumu- 
lated by the national government. The low consumption 
that high accumulation caused has held down further 
expansion of agricultural demand, however. Since the 
Sixth Five-Year Plan, credit inputs have continued to 
decrease. As of the end of 1989. agricultural bank and 
credii cooperative agricultural loans totaled 95.042 bil- 
hon. This was only 23.1 percent of agricultural bank and 
credit cooperative total credit, and 5.7 percent of the 
total credit of all banks and credit cooperatives, the two 
declining 3.7 and !|.3 percentage points from 10 years 
previously. 


Second, unequal industrial and agricultural product 
trade policies created a relative d>cline in returns from 
agriculture. 


A comparison of inland China prices with border region 
prices of farm products and industrial inputs used in 
agriculture in 1982 confirms this point. In 1982, inland 
China prices of several farm products including paddy 
rice, wheat. corn. rape seed, jute. and hogs were 46.9. 
23.6, 22.9, 44.4, and 49.8 percent lower than border 
region prices. By contrast, inland China prices of indus- 
trial inputs used in agriculture such as urea, ammonium 
carbonate, and calcium superphosphate were 16.8, 19.2 
and 45 percent higher than in border regions. The 
authorities concerned estimate that more than 30 billion 
yuan of agricultural income each year flows into other 
sectors of the national economy, thereby creating the 
conditions for high labor productivity rates and high 
profit rates in industry and other sectors. 


In response to the above two situations, the discrimina- 
tion against agriculture of China's macroeconomic 
policy is also manifested in arbitrariness and inconsis- 
tency in the framing of agricultural policy and the way it 
is carried Out. An example ts the too rosy estimates of the 
State of agriculture, which have given rise to a series of 
policy measures detrimental to agnculture. When the 
first step in rural reform ended, before taking the time to 
summarize and study numerous problems that had 
cropped up in the course of reform, recommendations 
were made to concentrate cultivated land in the hands of 
skilled tllers. Specialized households and new economic 
partnerships were developed in a hasty quest for great 
achievements during the second step in reform. Conse- 
quently, the peasants felt that policies changed fre- 
quently. This caused a sharp dip in agricultural output. 


2. The current fiscal system has sharpened jocal govern- 
ment dual function conflicts. 


Prior to economic system reform, conflicts be: ween 
governments dual functions were hidden and intermit- 
tent. Following system reform, particularly following 
introduction of the market mechanism and its gradual 
strengthening, the conflicts came to the surface and 
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sharpened. First, the fiscal policy of level-by-level con- 
tracting increased local governments’ economic profits. 
which stimulated local government short-term behavior. 
Consequently. investment in agriculture was intercepted 
and squeezed out. Second. enterprise sysiem reform 
imcreased enterprises’ and government departments 
profits. As a low profit industry. agriculture could pay 
only low prices for the funds. materials. and services it 
received. If the state did not provide sufficient subsidies 
to these sectors. the units that supported agriculture 
faced two difficult choices: They could emher sacrifice 
the interests of the peasants for the sake of the interests 
of enterprises. increasing prices of materials for the 
support of agriculture: or they could sink into a predic- 
ament in which they made no or extreme'y little profit. 
Obviously, eager for quick success and instant benefit. 
enterprises chose the former. 


3. The incompletely developed land use system and 
irrational price parities have worsened the climate for 
peasant household investment. 


First is the difference in returns from investment in 
agriculture versus investment in nonagricultural 
industry. This makes rural families extraordinarily sen- 
sitive to market information. peasant households using 
trends in immediate farm product prices to forecast next 
quarter gains. They decide whether to expand or con- 
tract, accept or reject investment in agriculture on this 
basis rather than taking a optimistic attitude about 
long-term prospects. According to statistics from the 
State Statistical Bureau's Rural Survey Team. between 
1979 and 1984. peasant household earnings increased 
52.90 yuan from the rise in prices of farm products. 
Since they also spent 23.48 yuan more as a result of the 
rise in prices of agricultural means of production and 
articles used in daily life, their net income increase was 
29.40 yuan. Peasant household holdings of fixed agricul- 
tural assets steadily increased. Between 1985 and 1988. 
peasant income increased 129.72 yuan per capita from 
the rise in farm product prices. but since they spent 
133.73 yuan per capita more for agricultural means of 
productions and articles used in daily life. their net 
benefit was a negative value. This markedly weakened 
the function of farm product prices in guiding invest- 
ment in agriculture. 


Second, lack of economies of scale hamper expansion of 
investment demand. Economies of scale are a long-term 
factor guiding investment in agriculture. The reason ts 
that once the economies of scale break the profit break 
even point, the sharp expansion of profits induces an 
expansion of investment. Under the present system in 
which rural land is collectively owned. all peasant house- 
holds having equal night to contract the farming of a plot. 
land cannot be explicitly transferred. However. since the 
peasants in the work force who are able to transfer into 
nonagricultural pursuits retain still their peasant status 
permanently, their right to equa! use of the land 1s long 
term. Statistics show that between 1979 and 1987. land 
holdings fell from 8.6 to 7.1 mu per peasant household in 
China, and the amount of land for which each member 
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of the work force was responsible declined from 5.4 to 


4.7 mu. The family Output-related contract wan 
spawned peasant houschoid operating budget restraints. 
but lack of the economies of scale have made readjust- 
ment of the cost-profit ratio impossible. Thus. a contrac- 
tion of investment 1s virtually unavoidable 

Third, too short contracting penods and freq ent 


changes in land use mghts conflict with the slowness in 


obtaining a return from investment in agriculture This 
means that peasant houscholds cannot obtain a return 
from their long-term improvement of the land. Conse- 
quently. they are unwilling to make a long-term invest- 
ment in the land 


Normalize and Guide: Choice of Remedies for 
Investment in Agriculture 


As the market system becomes more pervasive in the 


, = ~ - “5 = 
rurai economy. the short-term character of China $s 
" . = , . 7% ; - = ;. 

nvesiment in agricul will Decome increasingiy 


1 e 
apparent. Ho » coordinate the macroeconomic with 
the microeconomic ane how to allevia 
a demand for rural funds that 1s greater r than the supply 
have become major difficulties on the road to developing 
the rural economy. Moreover. without doubt. only Dy 


relying on the separate strengths and the coordination of 


peasant households. and the banks as the three 
ulnes be solved 


the Slate 
main investment entities can these diffic 


Therefore. on the basis of the foregoing analyses and 
judgments. this article proposes the following remedies 
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enon throughout the wor 2s On the basis of the lessons of 
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to the basic Methods and achievements of foreign ¢ coun- 


tines in Normalizing State support for the deve 
agriculture. we believe that China today very much 


needs tO sel up a system for normalizing support, anc 
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laws to regulate support for the development of agncul- 
, rT, 
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mment 


4. Widening of Sources of Funds for Gove 


Widening of the sources of funds for government invest- 
ment in agriculture has three main components as fol- 
lows: First 1s the need for a fundamental change in 
government's favoring investment in nonagrncultural 
industries. Many scholars belreve that China has 
advanced trom the primitive accumulation stage to the 
intermediate stage of industmalization. Industry pos- 
sesses Substantial self-accumulation capabilities and self- 
development capabilities. The histoncal mission of agn- 
culture in providing accumulations for industry 1s largely 
toward devei- 
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over. and the trme for correcting the tl 
opment of industry 1s at hand. Therefore. the role of 
evelopment of the economy must be 
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capital CORSITUCTION OF ager RULE OWE n 


State plan as a percentage of total investment in capital 
construction within plan: outlays for farming. forestn 
waler Conservancy. and meteorologs. and for the support 
of rural production as a percentage of total government 
fiscal outlays. the amount of the three expenditures for 
agncultur2’ scency and technology as a percentage of the 
three expenditures for all science and technology. and 
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town enterpnse taxes (including the product tax_ the 
business tax. the added value tax. and the indusirn and 
business income tax) above the previous year increase 
most of the farm and forestry special products tax: the 
main part of the rural individual industrial and commer- 
cial household and the rural pnvately owned enterprise 
tax above the previous vear increase. and technica 
transformation expenses for grain and other farm prod- 
ucts. The central government and loca! governments at 
all levels should also establish vanous special agncu 
tural development funds as actual agncultura! produc- 
im neecs rX . 
B. Straighten out the relanonship between central gov- 
ernment and local government powers and fisca 
authority regarding investment in agnculture 

he basic principle for dividing up central government 
and local government powers 1s to link organically cen- 
tral government ceniralism with local sell- 
decisionmaking authonty to make the most of the in 
lative of both the central government and loca 
governments. allowing local governments to do more 
things. On the basis of this principle. we wall make the 
following concrete division betweer central government 
and local government fiscal support for agnculture 2 
division based on the scale of investment required for an 
agncultural project. major construction projects having 
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a bearing on the national economy and the people s 


hvelhhood such as the building of large farmland water 
conservancy projects. and the large scale explonation of 
agricultural resources pics tee ne certral government 


fiscal support. Loca 
support for the building | of medi um and small tarmiand 
Waler Conservancy pro: 
ment of existing walter Conservancy projects. (2) A divi- 
sion based on the size of the area thal the project covers 
agncultural 
nver basins. thal involve several provinces. and thal 
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central government financial investment receiving finan- 
cial support from the central government Small projects 
for the harnessing of a mver basin. for the developmen! 
of agnculture m a regeon. or for the building of a 
socialized servaces system thal provades servaces 10 agn- 
cuhure before and after production may be financallh 
supported by local governments. (3) A divison based on 
returns from the agncultural support project and the 
amount of social benefit, agncultural construction 
projects having a very great effect on the ecological 
environment over a wade area. or thal cannol produce 
high cconomax returns within a short penod being prop- 
erly the responsibility of the central government to 
provide support. Projects having a regional socal benefit 
or ecological benefit. as well as agmcultural development 
propects from which cconome returns are outstanding 
might properly be the responsibility of local govern- 
ments for proveding support. (4) A divrson based on the 
size of the role of the agncultural suppor project. the 
central government proveding financial support for agn- 
cultural soennufic and technical expenmental projects 
having a national onentation. or that are of a demon- 
Sirahon, service. support. or developmental nature 
Local prosects of the same kinds should be proveded 
local government financial support. (5) For projects 
requimng a pont central government and local govern- 
ment effort. the responsibilines of both parnes may be 
decided on the basis of the agncultural suppor invest- 
meni operating situation 


As a corallary to the division of authonty. the financial 
authonty of the central government and local govern- 
ments must be made clear to ensure thal governments al 
all levels discharge their financial responsibility for the 
support of agmculture. This includes: (1) Busiding of a 
financial revenues system for the suppor of agnculture 
that 1s alle to ensure that central government financial 
resources and financial authonty are correspondingly 
concentrated. and that can help the central government's 
macrocconomuc regulahon and control of agnculture. (2) 
Institution of a supplementary assistance sysiem 
whereby the central government disburses funds to local 
government. The kev principle in the division of power 
$ to give local governments more responsibilities. bul 
the main guideline im the division of fiscal authonty ss 
requiring the central government to possess a certain 
amount of financial resources and fiscal authonty. To 
solve this contradiction, central government fiscal sup- 
port for agnculture can be exercised through suppliemen- 
tary disbursements to local treasunes. Actually. such a 
fiscal revenue transfer 1s also a process for central 
government increase of its macrocconomic regulation 
and control. It makes for closer links between the central 
and local government treasunes on agncultural support 
ventures 


C_ Establish a government agncultural investment oper- 
ating system that combines responsibilities. mghts. and 
benefits 


First rs reform of the traditional methods of investing 
funds. Since the founding of the PRC, the government 
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has long used a method of directly allocanng money for 
the support of agnculture without recen ing payment for 
ats use. Although thss method played a very ereal role un 
rapadhy reviving agncultural production folloeing hber- 
anon. free use of the money reduced returns from 
mvesiment in agnculture and umensified the prodiem of 
a demand for funds that 1s greater than the supply. In 
recent years. a carculatnng fund and payment for us use 
has been instituted im government financial support for 
agnmculture that has wmcreased returns from the use of 
government funds used for the support of agnculture 
Nevertheless. the range of use of ths: carculating fund 
method 1s t00 presonbed. Were investment im larger and 
medium size profit-making agncultural projects also to 
come under this circulating fund sysiem. a form of 
mvesiment mstituted that mcludes mswance and colkc- 
non, revolving use. and repayment of capzal plus 
miterest (or fees), not ocly would u b&b: poswbie to 
improve benefits from the use of goverament funds for 
the suppor of agnculture. but a large saving of gover 
ment funds could be realized. more promcts undertaken 
using less funds 


Second. is “personalizing™ government agncultura 
mvesiment funds. First ss making the Bank of Agrcul- 
ture. m w role as the pnomary operaling mvesimeni 
system. responsible for investment and operational con- 
trol over agncultural loans and goverament carculaung 
funds for the support of agnculture (including circe- 
latung funds for large and medium size propects). Second 
is a fiscal system for investment in agnculture for polo 
reasons t0 take the place of government controlling 
government funds for the suppor of agnculture for 
which no payment is made. this fiscal system branne 
responsitihty for mvestments made for pole reasons 
The state should stand aside. devoung uself w the 
macrocontrol of funds unvested im agnculture 


Third 1s better egal monntonng of results oMarned from 
Stale investment in agnculture. A ~“Natonal Agncvltura 
Investment Law™ should be drawn up with all possbic 
speed. When drawing up mohium and long-term. as ec 
as annual national cconomx and socal development 
plans and fiscal budects. people's government ai 2 
levels should pian the investment of funds in agnculture 
m accordance with the “Nanonal Agncultura!l Invest- 
ment Laws” provisions about the degree of increase and 
borrowing. People’s congresses or Standing Commuticss 
at all levels have the authonty to conduct mspections 
and supervision Of government fiscal department's agr- 
cultural budgets. and planning departments agncultura 
investment plans and how well they are enforced. Mind- 
less investment. and investment in violanon of regule- 
nons thal occasion major cconomax losses for the 
country should be investigated. the persons pnmanih 
responsible being beh cconomeally and cnminalh 
habie 10 ensure thal slate mvesiment in agnculture ss 
made where i can produce results to ensure benefits 


i. Use of cconomex kevers to change the cconomx 
climatic 1OT pe2zsani houschokd AVSIMen! lM 
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economy, diligently concentrating on building and per- 
fecting a socialized rural service system, gradually 
expanding service organizatious for science and tech- 
nology, information, storage, handling of fresh and live 
produce, processing, transportation, disease prevention, 
and water conservancy, or providing project support. (2) 
Improvement of the coordination function. First is the 
establishment of a mechanism to coordinate government 
funds and credit funds. The state needs unified p!anning 
and coordinated arrangements for government loan sup- 
port for agriculture. When government invests in a 
specific project, it has to discuss financial planning, and 
the investment program with the Bank of Agriculture. 
Credit funds are used mostly for the building of projects 
and for working capital. In addition, coordination of 
government funds and credit funds requires the estab- 
lishment, on the foundation of a rational division of 
labor, of a means for genuinely solving credit loan 
problems associated with government involvement. 
Second is coordination of credit loans and the raising of 
agricultural development funds with distribution. Agri- 
cultural development funds should be kept by the Bank 
of Agriculture, and the Bank of Agriculture should take 
part in the centralized distribution and management of 
the use of agricultural development funds. It should also 
coordinate and dovetail the planning of agricultural 
development funds, and the investment of bank and 
credit cooperative agricultural credit. Third is coordina- 
tion of credit with the investment of funds by rural 
organizations and peasant households, making full use of 
the economic regulatory role and the demonstration 
effect of agricultural credit to guide rural organizations 
and peasant households in increasing their investment in 
agriculture. (3) Revival and enhancement of supervisory 
and control functions. First, the Bank of Agriculture 
should set up more internal agricultural disbursement 
supervisory Organs to ensure that ag,cicultural disburse- 
ments are verified and paid in accordance with state 
budget and plans, thereby halting the violation of dis- 
bursement procedures and regulations and the waste of 
funds. Second is coordinated control of rural organiza- 
tion accumulations, making full use of banks’ and coop- 
eratives’ own economic and business strengths, helping 
rural organizations set up and improve financial control 
systems, improving ability to accumulate funds, and 
genuinely improving guidance to rural organizations 
about how they distribute funds. Third is revival of the 
Bank of Agriculture’s unified control over funds for the 
support of agriculture, improving the benefits of scale 
from the use of funds. 


3. Correction of the credit investment behavior of rural 
financial enterprises 


First is the straightening out of the relationship between 
credit control itself and financial operations as a whole, 
truly studying the problem of placing credit investment 
itself in the context of total investment in agriculture, 
considering remedies, and coordinating rural financial 
operations in an overall way. Second 1s straightening out 
the relationship between regulating the increase in agri- 
cultural credit with controlling the amount in being. 
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While continuing good regulation of the increase, 
emphasis should be placed on taking stock of the amount 
in being. This requires both diligent study of the current 
state of the banks’ and credit cooperatives’ credit struc- 
ture and the flow of all forms of credit in being, drawing 
up tailored stock-taking measures, and applying credit, 
final settlement, and legal techniques in a thorough 
inventorying of the amount of agricult™ral credit avail- 
able. It also entails the establishment of « . airly complete 
surprise credit monitoring and verification system to 
systematically reflect credit fund movements to increase 
the transparency of available credit control. 


Analysis on Balance Between Grain Supply, 
Demand 


93CE0688B Beijing JINGJI CANKAO BAO in Chinese 
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[Article by Han Yuangin and Gao Qiongyao: **Differen- 
tiate, Analyze Aggregate Equilibrium Between Grain’s 
Supply, Demand”} 


[Text] The key to the improvement of the system of grain 
circulation lies in making an estimate of the aggregate 
equilibrium between grain supply and demand. This 
article is aimed at differentiating and analyzing, to the 
point, the aggregate equilibrium between grain supply 
and demand. 


“Theory of Grain Surplus.” As for China’s current 
situation on grain supply, relevant departments at home 
and abroad estimace that supply exceeds demand. The 
natural conclusion drawn from this estimate is that we 
can now pay less attention to the production and supply 
of grain. 


The fact is that on the issue of grain supply and demand 
in China, it remains a precarious balance with people’s 
grain consumption at the lower end. This is shown by the 
current per capita grain consumption in China which is 
much lower than the 650 kg per capita grain consump- 
tion of a developed nation. It is also reflected by the 
every now and then unstable grain supplies when the 
grain supply and demand fluctuated in past years. China 
had a bumper harvest of grain in 1984. However, we had 
a precarious balance between grain supply and demand 
in 1985 when grain output dropped. China was short of 
3.2 billion kg of grain during the three years prior to 
implementation of the Seventh Five-Year Plan. This 
forced China to increase grain imports and urge people 
to lower consumption to maintain an aggregate balance. 
All this shows that the judgment of a precarious balance 
is correct. 


It must be realized that the equilibrium between grain 
supply and demand is not static and fixed, but dynamic. 
With the increase of people’s grain consumption, the 
improvement of food structure, development in food 
processing procedures and the expansion of grain storage 
and circulation facilities, the current grain supply will no 
longer meet the new demand on the market. After doing 
a great deal of research work, experts in this connection 
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estimate that by the year 2000, China’s per capita grain 
consumption cannot be less than 400 kg and by 2020, 
this figure cannot be less than 450 kg. Their estimate is 
precisely based on the aforementioned reason. 


However, it is rather difficult to fulfill this task of 
achieving a balance between grain supply and demand. It 
is even considerably difficult to achieve the goal of 
supplying not less than 400 kg of grain per capita by the 
year 2000. We realize that the state draws up the plan to 
increase the total grain output to 500 billion kg by the 
year 2000, an increase of 14.9 percent or 64.71 billion kg 
over the actual grain output in 1991. However, the per 
capita grain consumption was only 384.4 kg at that time. 
To meet the requirement of per capita grain consump- 
tion of 400 kg, we must raise the total grain output to 
520.33 billion kg, an increase of 19.5 percent or 85.04 
billion kg over the actual grain output in 1991. This 
amount of grain is equivalent to 6.3 times of the amount 
of imported grain in 1991. If we take into consideration 
the factors that the area of arable land will decrease every 
year, that the proportion of grain field to arable land and 
to the area under crops will become smaller, and that 
there will possibly be more grain fields abandoned when 
peasants enter the market and compare their profits 
from farming with those in doing other jobs, the task of 
raising per-unit yield will be much more arduous than 
the task of increasing total grain output as seen at a 
glance. 


“Theory of Substituting Aggregate Equilibrium With 
Structural Equilibrium.” This theory is an extension of 
the view that as seen from the total grain output, the 
grain supply has already exceeded demand. It is believed 
that the major task of grain supply at present and in the 
near future is to substitute aggregate equilibrium with 
structural equilibrium. The conclusion is that the price 
difference between different varieties of grain crops is 
regulated by the market. When the price of grain crops in 
large quantity drops because of an oversupply, it forces 
peasants to grow diversified crops which are in great 
demand. 


The structural readjustment of the relation between 
grain supply and demand and even the restructuring of 
all farm products are no doubt one of the major topics in 
agricultural development. Indeed, market is an effective 
means in carrying out such readjustment. However, we 
should also realize that there is a prerequisite to this 
readjustment. That is the aggregate grain equilibrium. 
We should strive to develop a reasonable structure for 
grain supply on the basis of an aggregate equilibrium. We 
must not run the risk of insufficient grain supply by 
changing the structure in the supply of grain crops. To 
pursue structural equilibrium may impose even higher 
demands on the total grain output. This is clearly man- 
ifested as follows: 


1. The per-unit output of high-quality and diversified 
grain and bean products is often much lower than that of 
those varieties of grain crops which are high-yielding and 
in large amount. Expanding the area sown to the former 
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and decreasing the area sown to the latter would mean a 
drop in total grain supply. To achieve the goal of not 
decreasing the total grain supply, we have to find new 
ways to raise grain productivity. 


2. The increase of the proportion of the intensively 
processed food with grain as the raw material would 
become another source of drain to the grain supply. 


3. In changing the food structure, the increase of some of 
the component elements (such as fruits, vegetable and 
pastoral and fishery products which are produced 
without the use of feed grain) will reduce the demand for 
grain, while the increase of some other elements (such as 
those animal and poultry products which are produced 
with the use of feed grain) will call for greater grain 
supply. The general trend is that the demand for grain 
supply will grow. This will make the task of achieving an 
aggregate equilibrium in grain supply even more arduous 
than ever before. 


The demand for feed grain in the future is the most 
important factor in combining the equilibrium of food 
structure and the aggregate equilibrium of grain supply. 
There have been many predictions and guesses. To make 
a comparatively realistic judgment, we like to make a 
rough estimate of an experimental nature of the addi- 
tional feed grain needed between 1991 and 2000 on the 
basis of the actual growth of the amount of meat, poultry 
and eggs consumed between 1982 and 1991. We regard 
1982 as the basic period. Within the period of nine years 
from 1982 to 1991, the per capita annual pork consump- 
tion actually rose by 5.69 kg, poultry by 0.96 kg, and eggs 
by 4.58 kg. According to the actual ratio of feed grain 
needed for pork, poultry and egg (pork 1:5, poultry 1:2.5 
and eggs 1:3), the per capita amount of feed grain needed 
must be increased by 44.59 kg on a nationwide basis for 
producing pork, poultry and eggs alone. On the basis of 
the 1991 population growth, it is necessary to increase 
the feed grain output by 51.65 billion kg. If we make the 
calculation with 1991 as the basic period, we need to 
increase feed grain by 58 billion kg by the year of 2000. 
It means that for the production of pork, poultry and 
eggs alone, we need to increase the amount of feed grain 
to a new height. This indicates that structura! equilib- 
rium, to a great extent, depends on aggregate equilib- 
rium. We should not pursue structural equilibrium 
without taking aggregate equilibrium into consideration. 


“Theory of Precedented Price Decontrol.”’ People often 
cite precedents in lifting control over the prices of 
aquatic products, fruits, vegetable and other farm prod- 
ucts, calling on us to free up prices. They claim that when 
the prices are decontrolled on the market. a situation 
whereby everybody is happy will prevail without or with 
little twists and turns. Therefore, there is no need to 
worry about the aggregate equilibrium after grain prices 
are decontrolled. Even if the total grain supply drops for 
a short while, the total grain output will quickly rise 
when the market price of grain goes up. 
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When grain enters the system of market economy, nat- 
urally it has to rely on the support of market regulation. 
However, in regulating the supply and demand of grain, 
this “invisible hand” will affect the overall situation. 
Unlike market regulation on the prices of aquatic prod- 
ucts, fruits and vegetable, which will only affect the 
income of the rural people and those in the local areas, it 
will influence most of the areas in the country, more than 
three quarters of the area under crops and the income of 
over 80 percent of the rural population. Therefore, we 
must strengthen our efforts and create more stringent 
conditions in carrying out market regulation. For 
example, grain markets are growing rapidly in various 
localities throughout the country, and the area sown to 
grain crops can be easily regulated. Grain can be stored 
and distributed at any time, and peasants’ income can be 
readily replaced. These are the conditions we need. Some 
of the conditions can be gradually met in the course of 
developing the market economy, while others cannot be 
fulfilled by relying on the market alone. Only by relying 
on macroeconomic regulation of the state can effective 
results be attained. We take the possibility in regulating 
the area under grain crops as an example. China does not 
have the condition of ample arable land. Nor is China 
capable of rapidly increasing gain production on a large 
scale. We will encounter insurmountable difficulties 
even if we seek to increase or decrease the area of grain 
field by a mere 10 percent. Also for the next several 
years, we do not foresee any possibility to break away 
from the situation of a precarious balance in grain 
supply. With this background in mind, we must careful! 
protect the production and supply of grain in China. 


“Theory of Grasping Commercial Grain.’ Those who 
advocate this theory believe that the true essence in 
balancing the supply and demand of grain in China is not 
aggregate equilibrium, but an equilibrium between the 
supply and demand of commercial grain. As long as we 
pay attention to commercial grain, the problem is solved. 


To put it in a nutshell, grain circulation is the circulation 
of commercial grain. If we achieve the balance between 
the supply and demand of commercial grain, we have 
indeed basically attained the strategic goal of achieving 
grain equilibrium. However, commercial grain and the 
grain needed for peasants’ own consumption are not 
independent. They are interdependent and transferable. 
Districts in which commercial grain is produced or 
producers of commercial grain may use the grain in stock 
for their own consumption in a lean year when there is 
no marketable grain for sale. In a bumper harvest year, 
they may provide a certain amount of commercial grain. 
Aggregate equilibrium of grain is precisely an overall 
Strategic equilibrium attained by taking this situation 
into consideration. If we fail to meet the requirements of 
this kind of overall strategic equilibrium, we will at times 
fail to achieve a balance between the supply and demand 
of commercial grain. Therefore, at present and in the 
near future, most of the commercial grain in China is 
still a small amount of surplus grain provided by nearly 
100 million peasants after their own grain consumption. 
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This situation makes the relation between commercial 
grain and the grain needed for peasants’ own consump- 
tion even closer and the role of aggregate equilibrium in 
the supply and demand of grain even more significant 
than ever before. 


“Theory of Relying on Grain Imports.”. Those who 
advocate this theory believe that if the supply of grain 
falls short of demand, we can import grain to make up 
the insufficiency. 


One of the important trends for grain circulation in 
China from now on is to establish ties with the world 
grain market and adequately expand our grain imports 
and exports. Right now, to sell more grain to foreign 
countries, grain exporting nations vie with one another 
to provide large amount of subsidy to grain exports, 
while denouncing one another for dutng this from time 
to time. The price of some of varieties of imported grain 
is close to or even lower than China’s grain purchasing 
price. This indicates that in trying to strike a balance 
between the supply and demand of grain, China has the 
opportunity to take advantage of the world market to 
achieve its goal. However, China’s correct principle on 
grain imports and exports should be “achieving self- 
sufficiency, making the best use of the situation and 
watching for the right time to import and export grain.” 
Only by achieving self-sufficiency, we can accomplish 
our task with ease. Only by making the best use of the 
situation, can we use the world market to our advantag?. 
Only by watching for the right time to act, can we reap 
full comparative benefits. For example, when the price 
of rice is notably higher than that of wheat on the world 
market, we may adequately export more rice, while 
importing more wheat. Thus we may make profits from 
the price differences between rice and wheat at home and 
abroad. This is apparently different in nature from the 
situation whereas we are forced to import wheat because 
there is a wheat shortage in China. 


Grain has always been a special commodity of strategic 
significance in China. It directly affects the safety of the 
people and the nation. In tackling the issue of food, we 
must become self-sufficient. We must not rely on other 
countries in solving our own problem in this connection. 
Our past experiences have repeatedly proven that in 
addition to shifting agricultural crisis to other countries, 
some developed nations have always used their grain 
exports aS a means to extort strategic resources and 
achieve all kinds of political goals. So-called “human 
rights”, “democracy” and “arms sales control” can be 
used at anv time as a pretext in using their grain as a 
weapon. When the world is faced with a lean year in 
grain production and the grain import nations badly 
need to import grain crops, grain expert nations often 
take advantage of other nations’ precarious position to 
raise grain price. During the period of world grain crisis 
from 1972 to 1974, the grain price index rose to a figure 
equivalent to 262 percent of the 1970 index. When grain 
was in great shortage in the world during 1980, the 
amount of grain imported into developing nations rose 
by 1.5 times as compared with the average amount of 
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grain imported between 1969 and 1971. However, these 
developing nations paid nearly six times more foreign 
exchange for the imported grain. All this shows that we 
must uphold our policy of achieving self-sufficiency in 
grain. 


Three Grain-Related Pricing Policies Explained 
93CE0722A Beijing JIAGE LILUN YU SHIJIAN 
[PRICE: THEORY AND PRACTICE] in Chinese No 5, 
20 May 93 pp 5-10, 4 


[Article by Zou Xiangqun (6760 0686 5028): “Diligently 
Implement the Three Pricing Policies Pertaining to 
Grain Production and Marketing”’] 


[Text] The grain issue has an impact on society’s stability 
and our socialist modernization. The Party Central 
Committee and the State Council have always given top 
priority to the development of grain production. To 
meet the needs of the development of the socialist 
market economy and implement the important decision 
to stabilize agricultural production, the State Council 
convened a National Grain Production and Marketing 
Policy Announcement and Order Placement Meeting on 
23-25 February that dealt with two major issues: First, it 
let the grain marketing regions place their orders directly 
with the grain producing regions: 29 provinces, autono- 
mous regions, and municipalities signed i 80 contracts to 
procure 15.6 billion jin of grain. In this way, the produc- 
tion regions would know about the quantity, type, and 
quality of grains the marketing regions want ahead of 
time, and they could enter into agreement with the 
peasants, so they would know “‘one year ahead of time” 
what they should do to meet the needs of the state and 
the marketing regions. Second, 1993’s guaranteed grain 
price, the extra-price premium for chemical fertilizers 
and diese! that were linked to the sale of grain and 
cotton, the ceiling price for agricultural capital goods, the 
lowering of rates of the special agricultural and forestry 
product tax, and specific measures the state had adopted 
to aid the main grain-producing regions were 
announced. These measures were meant to protect the 
peasants’ interests, mobilize their enthusiasm, and pro- 
mote the steady development of grain production. This 
conference was a new approach to guiding agriculture. 
Primarily, 1t used economic information, economic pol- 
icles, and economic means to guide the peasants to 
develop production and turn the state’s macroeconomic 
goals into the peasants’ conscious acts. It was a new step 
taken to push agricultural production toward the market 
as the planned economy made its transition to the 
socialist market economy, and it was also an important 
measure for solving the problem of separation of produc- 
tion from sales, for guiding the production regions and 
the peasants in adjusting their production-mix, and for 
balancing grain supply and demand. Premier Li Peng 
had high praises for the meeting. He said, it was a good 
meeting; it represented a new step in continuing the rural 
reform process. He also asked that one after another, the 
grain production and marketing policies be put into 
effect, and if the central government should pay for the 
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programs, it should do so, and if local governments 
should pay, they should do so; the peasants should not be 
short-changed. He asked that the decisions be carried out 
diligently after the meeting, so that they could begin to 
guide this year’s agricultural production. He emphasized 
that agriculture is the foundation of the national 
economy and grain is the cornerstone; we should never 
forget that, nor should we ever abandon that concept. 
and governments at all levels must make this their most 
important task. 


Among the grain production and marketing policies 
announced at this meeting, three had to do with prices: 
They pertained to the improvement of the method of 
honoring the “three linkages” in grain and cotton pro- 
curement, setting up a grain procurement guaranteed 
price system, and strengthening the price management of 
agricultural capital goods and setting price ceilings for 
major categories of capital goods. In drawing up these 
three policies, the State Commodity Prices General 
Administration, at the State Council’s request, solicited 
ideas from the pertinent State Council departments and 
eight major provinces and prefectures and submitted the 
policies to the State Council for examination and pro- 
mulgation. They have now been formally handed down. 
Only by studying the documents and immersing them- 
selves in the study of the gist, the basis, and the basic 
points of these three pricing policies can the commodity 
prices administrations at all levels be good advisers to 
the government and guarantee their correct and suc- 
cessful implementation. 


I. On Improving the Method of Honoring the “Three 
Linkages” in Grain and Cotton Procurement 


On 20 February, the State Council handed down the 
“Circular on Improving the Method of Honoring the 
‘Three Linkages’ in Grain and Cotton Procurement.” It 
was decided that beginning from the 1993 grain and 
cotton production year, the method of honoring their 
“three linkages” would be improved. The guiding prin- 
ciples, criteria, and complementary measures were also 
stipulated. 


A. The existing grain and cotton “three-linkage™ policy 
and problems encountered in its implementation: 


In 1987, the State Council implemented a “three- 
linkage” policy in grain procurement. Currently, for 
every 50 kilos of wheat and corn the state procures, it 
will supply the peasants with 10 kilos of standard chem- 
ical fertilizers at parity price, and for every 50 kilos of 
rice and soybean it purchases, it will supply 15 kilos of 
standard chemical fertilizers at parity price; the central 
government will share the expense with the local govern- 
ment equally. At the same time, in procuring these four 
types of grain, for every 50 kilos procured, the state will 
supply the peasant 1.5 kilos of diesel at parity-price, and 
the government will advance 20 percent of the payment 
based on the procurement price. Back in 1961, the State 
Council implemented an incentive system for those who 
sold cotton to the state. Today. for every 50 kilos of 
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cotton the state procures, the peasant can buy 35 kilos of 
parity-price standard chemical fertilizer and 2.5 kilos of 
parity-price diesel. Overall, this “three-linkage”’ policy 
for grain and cotton played an important part in pre- 
serving the peasants’ enthusiasm and stabilizing grain 
and cotton production, and it should be continued. 
However, for various reasons, we have run into some 
problems during implementation. Primarily, the crops 
are of the wrong varieties, delivery is untimely, the 
supply is short, and the procedure is complicated. The 
peasants do not really reap the benefits of the supply of 
goods and materials sold to them at parity prices, which 
in turn hinders the implementation and undermines the 
prestige of the “three-linkage” policy. For that reason, 
the State Council has decided that “regardless of whether 
a region has decontrolled grain prices, the State Coun- 
cil’s ‘three-linkage’ policy will not change, but the 
approach will be improved.” Beginning this year, “the 
difference between the parity price and the negotiated 
price of chemical fertilizers and of diesel will be con- 
verted to cash, and a premium wiil be added to the 
procurement price of fixed-quota grain and cotton pur- 
chases to directly benefit the peasants.” 


B. The guiding principle, scope, and standard in 
improving the method of honoring the “three linkages” 
of grain and cotton: 


To improve the way the “three linkages” are honored, we 
should abide by the guiding principle of supporting grain 
and cotton production, protecting the peasants’ interests, 
and holding steadfast to the aid-agriculture policy. The 
State Council has decided that beginning in 1993, the 
incentive sale of goods and materials will be changed to 
a cash system by adding a premium to the procurement 
price. That is, the chemical fertilizers and diesel sold by 
the state (including central and local governments) via 
the “three-linkage” method to support grain and cotton 
production will be changed to a cash system from the 
in-kind system based on parity price. The difference 
between parity price and negotiated price will be paid 
directly to the peasants in addition to the procurement 
price. This improvement puts the tangible benefits the 
State intends for the peasants in the hands of the peas- 
ants, and it prevents any short-change, diversion, and 
misappropriation. 


The criteria in using cash to honor the “three linkages” 
of goods and materials is that we must give expression to 
the principle of protecting the peasants’ interests and 
also consider the government’s financial ability. On the 
one hand, there should be no decrease in real benefits 
when the method of using in-kind goods and materials to 
honor the “three linkages” is substituted by the cash 
system; on the other hand, there should be no increase in 
financial burden to the state. Based on this principal, the 
scope of this cash method which adds a premium to the 
procurement price is limited to the original varieties and 
quantities of fixed-quota grain procurement and actual 
cotton purchase made by the state. 
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The standard for determining the premium added to 
the procurement price is premised on determining the 
difference between the parity prices and negotiated 
prices of chemical fertilizers and diesel. Since the 
parity prices for chemical fertilizers and diesel are set 
by the state but market prices vary with the time and 
the place and are more complicated, the key to deter- 
mining the price difference lies in determining the 
average market price. In order that the nation’s average 
market price can be assessed more accurately, the state 
should consider the time difference and location dif- 
ference and reference the data bases provided by all 
quarters, and after making comparisons and analyses, 
it can choose the national average market prices for 
chemical fertilizers and diesel and in turn figure out 
the parity-negotiated price difference. 


Based on the parity-negotiated price differences and the 
amount of chemical fertilizers and diesel to be linked to 
the state procurements, and after rounding off the num- 
bers, it has been determined that the 1993 premiums 
added to the procurement prices of the “three linked” 
goods and materials are: For every 50 kilos of wheat and 
corn sold, the peasant is entitled to an additional 4.2 
yuan (2.85 yuan from the central government and 1.35 
yuan from the local governments); for every 50 kilos of 
rice, 5.2 yuan (3.175 yuan from the central government 
and 2.025 yuan from the local government); for every 50 
kilos of soybeans, 5.5 yuan (3.475 yuan from the central 
government and 2.025 yuan from the local govern- 
ments); for every 50 kilo of cotton, | 2 yuan (paid entirely 
by the central government.) 


Down payment for grain procurement will continue to 
be paid to the peasants at the time the grain department 
signs contracts with the peasants based on 20 percent of 
the procurement price. 


C. Other necessary complementary policies: 


After improving the method of honoring the “three 
linkages” in grain and cotton procurement by paying the 
peasants cash for the difference between parity-price and 
negotiated-price chemical fertilizers and diesel, the 
prices of chemical fertilizers and diesel that are linked to 
grain and cotton procurements should be decontrolled 
but the supply should remain the same. Parity-price 
chemical fertilizers and diesel other than those iniended 
for the “three linkages” should comply with the original 
regulations. If changes are necessary, they must be 
studied and approved by those with proper price admin- 
istration jurisdictions. 


After the chemical fertilizers and diesel intended for the 
“three linkages” are made available to the peasants on a 
cash basis, in accordance with the principle that “money 
goes with the grain,” the centra! government's funds 
earmarked for honoring the “three linkages” should be 
allocated to the commerce departments based on the 
original grain and cotton procurement quoias and stan- 
dards. The commerce departments in turn should allo- 
cate the money to the grain and cotton procurement 
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departments prior to the actual purchases, and the latter 
should pay the peasants in full, together with the portion 
payable by the local governments, at the time of pur- 
chase. 


After changing the method of honoring the “three link- 
ages” in grain procurement, the portion of the expense 
funded by the localities and the money allocated by the 
central government to pay the premium on top of the 
procurement price should be paid to the peasants at the 
same time. The additional sales local governments add 
to the state-stipulated incentive sale of goods and mate- 
rials should continue but should be handled in cash 
form; the parity-negotiated price difference should con- 
tinue to be paid by the local governments. The State 
Council has asked the localities to actively raise funds to 
guarantee prompt and full payment to the peasants. The 
money should not be diverted for any reason or in any 
way. 


D. Timing of the introduction of the cash method of 
honoring the “three linkages”: 


The State Counci! has decided that the new method of 
honoring the “three linkages” will begin in the 1993 
grain and cotton production year. Under special circum- 
stances, if continuation of the in-kind payment method 
iS necessary, prior approval from the State Council is 
required. 


II. On Establishing a Grain Procurement Protection 
Price System 


The “State Council’s Circular on Establishing a Grain 
Procurement Protection Price System” was promulgated 
on 20 February. The “Circular” stipulated the principle, 
scope, standards, and jurisdiction in setting grain pro- 
curement protection prices and established a grain 
hazard insurance fund system. 


A. Setting up the grain protection price system is an 
important measure in the development of the rural 
socialist market economy. 


At the Six-Province Agricultural and Rural Work Sym- 
posium held in Wuhan on 25 December last year, 
Comrade Jiang Zemin focused on today’s agricultural 
and rural development and reiterated the basic guiding 
ideology that “agriculture is the basis of the national 
economy.” He also made some very important guiding 
suggestions regarding the need to protect the peasant’s 
interests, actively develop the rural socialist market 
economy, and strengthen leadership. Comrade Jiang 
Zemin said: “To develop the rural socialist market 
economy, first we must resolve the issue of drawing up 
an agricultural and sideline product pricing policy. This 
is the key to continuing rural reform.” In the 15 years of 
reform, China has made good progress with grain price 
reform. With respect to the price management system, 
we have abolished the system of state monopoly of 
purchase and marketing and have basically established a 
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““market-set price’ mechanism. Currently, 16 provinces 
(autonomous regions) and more than 800 counties have 
decontrolled grain procurement prices. More then two- 
thirds of commodity grain are regulated by the market. 
With respect to the pricing system, after several rounds 
of structural adjustments and enlivening of the system. 
in 1992, the average grain procurement price was 220.5 
percent higher than 1978's. This is 43 percentage points 
higher than the average procurement price of other 
agricultural products which increased |77.5 percent over 
the same period. Today, the peasants can use the same 
amount of agricultural products to obtain 51.9 percent 
more industrial goods than before reform. 


Overall, grain price reform has helped increase agricul- 
tural production and income and has played a very 
important role in mobilizing peasant enthusiasm in 
planting grain. But in recent years, selling grain has been 
a problem; market prices have been weak, and the 
increase in benefits to the grain-growers have slowed. 
The price scissors between industrial and agricultural 
products which had narrowed since reform have shown 
signs of widening again in the last three years, and this 
has been one of the main factors affecting the steady 
development of agricultural production today. Since 
several regional experimental points decontrolled the 
procurement price of grain last year, the nation’s overall 
market price for grain has increased somewhat amid the 
stability, but prices of some products have remained 
fairly low in other regions. Based on the average prices in 
245 country fairs, for 1992, the nation’s country fair 
price for rice was 0.53 yuan per jin, down 4.14 percent 
from the previous year; wheat price was 0.38 yuan per 
jin, down 1.42 percent. But prices for certain grains fell 
sharply, even below cost, in some localities. In the wake 
of the development of township enterprises and diversi- 
fied management, the comparative advantages in 
growing grain have decreased. In addition, the issuance 
of IOUs in grain procurement and the reckless taking 
over of farmland and other factors have led to a decrease 
in grain crop area. In 1992, the nation’s total grain crop 
seeding area was 1.657 billion mu, 27.91 million mu less 
than in the previous year, or a reduction of 1.7 percent. 


Grain is a strategic, unique commodity crucial to the 
national economy and the people's livelihood. Since 
decontrolling grain prices, how to curtail the adverse 
effects created by market regulation’s spontaneity and 
use prices to protect peasant interests have been a 
pressing problem that urgently needs to be resolved amid 
the development of market mechanisms today. Interna- 
tionally, formulating policies to protect or support grain 
procurement prices is an approach popular with many 
developed naticns. To a nation that has a large popula- 
tion, little land, and low per capita grain consumption 
like China, to ward off sudden and natural disasters and 
prevent “cheap grain from ruining the peasants,” it 1s 
especially important that we set up a grain procurement 
protection price system. 
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B. Principle in formulating grain procurement guaran- 
teed price: 


When formulating grain procurement guaranteed price, 
we musi make sure that production cost is compensated 
while allowing for a reasonable profit. We must facilitate 
optimization of the mix of grains, and we must consider 
the state’s financial capacity. As the nation’s financial 
Strength increases, we should gradually raise the protec- 
tion price, and when conditions are right, we should 
make a transition to the support price. 


The guaranteed price should let most grain-producers 
recover their production costs and enjoy a reasonable 
profit. If the guaranteed price is below cost, grain- 
growers will lose money, which will render this kind of 
protection meaningless. In 1993, in principle, we are 
using the existing fixed-quota procurement price as base 
price to determine the protection price level for the 
major grain categories. The actual implementation of the 
protection price must also be backed by the financial 
ministry’s real ability to compensate losses due to risks. 
If the guaranteed price is too high, the state may not have 
the financial ability to pay. At the same time, to adapt to 
the changing consumption demands, we must optimize 
the mix of grains. For that reason, there should be some 
difference in the guaranteed prices of round-grain and 
long-grain nonglutinous rice. 


C. The scope of implementation of guaranteed price in 
grain procurement: 


Looking at China’s current financial strength and storage 
capacity, grain procurement guaranteed price cannot be 
extended to all commodity grain; only some can be 
protected. Most foreign nations have adopted this 
method of partial protection. For this reason, guaranteed 
price should be extended to, first, the original varieties 
and quanti’y of the state’s fixed-quota purchases; 
second, the state’s special reserve grains. The state pur- 
chases 110 billion jin of fixed-quota grain a year. Cur- 
rently even in localities where grain procurement prices 
have been decontrolled, grain purchase contracts must 
be signed with the peasants based on the original con- 
tracted amounts, and the guaranteed price policy will be 
implemented if market prices fall. The state’s procure- 
ment of special grain reserve are made mostly in years of 
bumper harvest when market prices are low. It is an 
important measure for regulating and stabilizing the 
market by increasing and decreasing supply. This por- 
tion should be purchased at the stipulated price for 
special reserve. This year, the state will stock 10 billion 
jin of grain. So 120 billion jin of grain will be put under 
guaranteed price this year. In the future. if the scope of 
implementation of guaranteed pric’ needs to be 


expanded, we can do so by adjusting the state’s reserve. 
Localities are free to determine whether to apply a 
guaranteed price to grain which they purchase based on 
what they can sell. 
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D. Jurisdiction over the examination and approval of 
grain procurement guaranteed price in grain procure- 
ment and the announcement procedure: 


Each year, the base prices used to set the nation’s 
guaranteed price for the procurement of major grain 
categories will be determined by the State Commodity 
Prices General Administration together with the minis- 
tries of Commerce, Agriculture, and Finance. They must 
be approved by the State Council before being handed 
down. People’s governments of the provinces, autono- 
mous regions, and municipalities may set and announce 
their own local guaranteed prices which should not be 
lower, but may be higher, than the base prices handed 
down by the central authorities. When making grain 
purchases, if the market price is higher than the guaran- 
teed price, the purchase should be made based on the 
market price; if the market price is lower, than purchase 
should be at the guaranteed price. 


For the 1993 grain procurement guaranteed price, except 
for the early crop of long-grain rice which will be below 
the fixed-quota procurement price, the guaranteed price 
of other crop varieties basically will follow the state’s 
contracted fixed-quota procurement price. Specifically, 
for every 50 kilos of northern winter wheat (based on 
intermediate grade.) 32.50 yuan; southern winter wheat. 
31.00 yuan; corn from inside Shanghaiguan, 21.00 yuan: 
corn from outside of Shanghaiguan, 20.00 yuan: soy- 
beans, 45.00 yuan; early crop of long-grain rice, 21.00 
yuan; intermediate crop of long-grain rice, 26.00 yuan; 
late crop of long-grain rice, 28.00 yuan; northern round- 
grain rice, 35.00 yuan: southern round-grain rice, 31.50 
yuan. 


E. Establishing safety mechanisms for implementing the 
grain procurement guaranteed price: 


To implement the grain procurement guaranteed price, 
we must set up a hazard regulation fund step by step; this 
is a necessary condition. At the Six-Province Agricul- 
tural and Rural Work Symposium, Comrade Jiang 
Zemin pointed out: “Upon decontrolling prices and the 
market for agricultural products, we must work hard to 
set up a state macroeconomic regulation and control 
system,” and “we must set up protective mechanisms by 
gradually establishing a hazard insurance fund or regu- 
lation fund. Only in this way can we effectively deal with 
the risks and regulate the economy. When prices go up, 
we can sell at a low price; when prices tumble, we can 
buy at the guaranteed price. Such a mechanism should be 
set up as soon as possible. The important thing is to take 
the first step and go from there step by step, gradually 
perfecting the system.” At the National Agricultural 
Work Television and Telephone Conference, Premier Li 
Peng also emphasized this issue. Acting in the spirit of 
the speeches delivered by leading comrades of the Cen- 
tral Party Committee, meeting the needs of the develop- 
ment of market mechanisms, following the example of 
several provinces and municipalities that have set up 
sideline product price regulation funds prior to reform, 
and learning from the usual practices of Western nations, 
when setting up the guaranteed grain price system this 
time, the State Council has decided to set up a grain 
hazard insurance fund system at the central level and the 
provincial (autonomous regional and municipal) level. 
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When the market price for grain is lower than the 
guaranteed price, purchases will be made at the guaran- 
teed price; when market prices soar, grain will be sold at 
a lower price. The resulting price difference will be made 
up by the hazard insurance fund. The actual method of 
raising and spending the insurance fund and the exami- 
nation and approval procedure will be decided based on 
programs proposed by the Ministry of Finance together 
with the State Planning Commission and the State 
Commodity Prices General Administration and imple- 
mented after being approved by the State Council. 


Commodity prices administrations at all levels must pay 
attention to the setting up of the grain procurement 
guaranteed price system and must work diligently with 
the relevant departments to put the system into effect. 
They must comply strictly with the state’s regulations, 
step up supervision and check closely to make sure that 
this important measure is fully implemented. 


Ill. On hening the Price Management of 
Agricultural Capital and Setting Ceiling Prices 
for Their Major Product Categories 


The “State Council Circular on Strengthening Price 
Management of Agricultural Capital Goods and Setting 
Ceiling Prices for Their Major Product Categories” 
issued on 20 February analyzed the upward price trend 
of the nation’s agricultural capital goods and laid down 
the principle of strengthening price management of 
agricultural capital goods and setting ceiling prices for 
the major product categories as well as delineating the 
examination and approval rights and safety measures for 
implementing the ceiling prices. 


A. The prices of agricultural capital goods need even 
stronger management: 


Since price reform, the agricultural capital goods price 
management system and the pricing system itself have 
undergone profound changes. The pattern of state price 
control has been smashed by the introduction of the 
price management system that allows the central govern- 
ment, the localities, as well as the market to set prices. 
Currently, chemical fertilizers whose factory-exit price is 
set at the central levei (including those produced at home 
and those imported by the central authorities) account 
for about one-fourth of the total supply of chemical 
fertilizers; the factory-exit price and the sale price of the 
rest are managed locally or regulated by the market. The 
prices of plastic groundcover and pesticides are managed 
locally. 


In terms of the pricing system, there have also been some 
adjustments since reform. The 1992 price of agricultural 
capital goods more than doubled that in 1978 (approxi- 
mately 110 percent). Overall, the magnitude of increase 
in the price of agricultural capital goods has been smaller 
than the increase in the procurement price of agricultural 
products. But as the price of an increasingly larger share 
of agricultural capital goods becomes decontrolled, 
pushed by higher cost and pulled by market prices, some 
agricultural capital good prices have begun to soar in 
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some localities. Moreover, because of sluggish sales of 
agricultural products in recent years, prices have 
retreated, in contrast to the rising agricultural capital 
good prices, and as a result, some localities have seen an 
increase in agricultural production but no increase in 
income; the peasants are upset. Looking at the future 
trend of agricultural capital good prices, with the intro- 
duction of major price adjustments with respect to coal, 
petroleum, and electricity, production cost will rise, and 
the price of agricultural means of production will con- 
tinue to rise too. 


To support steady development in agricultural produc- 
tion and encourage the peasants to add more inputs, we 
must fui ther strengthen the price management of agri- 
cultural capital goods. Capital goods to be allocated 
centrally under state plans must strictly follow the state- 
set prices We should set ceiling prices for major catego- 
ries of ag, ‘cultural capital goods that are not included in 
the state plans to prevent prices from rising excessively. 
We also need corresponding measures to manage the 
supply and circulation of key factors of production. 


B. We should set maximum ceiling prices for extra-plan 
chemical fertilizers, pesticides, plastic groundcover, and 
agricultural-use diesel: 


When the localities set ceiling prices for the major 
product categories, they may base their prices on actual 
situation and may add new but may not cut categories. 
When setting price ceilings, the idea is to protect the 
peasants’ interests but also take care of enterprises’ profit 
and consider market supply and demand situation, and 
they must abide by the principles of preserving the 
capital while allowing for a small profit, suiting measures 
to local conditions, and making timely adjustments. The 
first step is to make sure that the ceiling prices are no 
higher than the current market prices; the second step is 
that as production cost and market supply and demand 
change, ceiling prices should be readjusted. The ceiling 
prices should be set at different levels according to price 
management jurisdictions. 


The extra-plan factory-exit ceiling prices of urea and 
ammonia nitrate produced by the 16 large chemical 
fertilizer enterprises managed by the central authorities 
are set by the State Commodity Prices General Admin- 
istration. The maximum factory-exit price for urea is 
1,000 yuan per ton. The extra-plan factory-exit ceiling 
price of ammonia nitrate manufactured by Jilin Chem- 
ical Company is set at 700 yuan per ton. Because the 
localities use different links to purchase their stock of 
goods, and because of different market supply and 
demand conditions, the maximum sales price of cen- 
trally allocated chemical fertilizers managed by the cen- 
tral authorities are set by the provincial, autonomous 
regional, and municipal governments. The maximum 
extra-plan factory-exit and sales prices of chemical fer- 
tilizers produced by medium-sized and small enterprises 
managed locally are set by the localities. In principle, the 
domestic allocation and delivery price of extra-plan 
chemical fertilizers imported by the central and local 
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governments and in border trade should comply with the 
maximum factory-exit price: The portion imported by 
the central government departments should follow the 
State-set price limits, and the portion imported by local 
departments should follow local price limits. If compli- 
ance with the price limits truly poses a problem, other 
prices may be approved by the commodity prices depart- 
ments at the same level based on price management 
jurisdiction. 


The state has put 7.54 million tons of agricultural-use 
diesel under its plans. Currently, about 8 million tons are 
left outside of state plans. As the method of honoring the 
“three linkages” changes, another 1.73 million tons of 
Pparity-price diesel will be available at negotiated price. 
The central authorities have jurisdiction cver the man- 
agement of diesel prices. The price of planned diesel is 
set by the state. As for the factory-exit price of extra-plan 
agricultural-use diesel, because it is difficult to distin- 
guish agricultural-use and industrial-use diesel, if there is 
a set maximum factory-exit price for agricultural-use 
diesel while market price applies to industrial-use diesel, 
then agricultural-use diesel will become scarce because of 
the low price. Therefore, we should not set maximum 
factory-exit price for extra-plan agricultural-use diesel 
but may set a sale price limit. Considering the differ- 
ences in purchase prices and channels and transportation 
and miscellaneous costs, it will be difficult to set a 
national sales price limit. Therefore, the maximum sale 
price for extra-plan agricultural-use diesel should be set 
locally based on local conditions. 


Local authorities have jurisdiction over the price man- 
agement of pesticides and groundcovers. The maximum 
factory-exit and sale prices of extra-plan pesticide and 
plastic groundcover should be set locally according to 
price management jurisdictions and local conditions. 


C. Safety measures for implementing maximum prices: 


The State Council has asked that once the central and 
local authorities have announced the price limits for 
major categories of agricultural capital goods, the 
departments and units must comply with them dili- 
gently. If existing prices are higher than the ceiling 
prices, they should be lowered, and if they are lower, 
they should be kept at the current level. If adjustments 
are truly necessary, changing the state-set price limits 
must be approved by the State Commodity Prices 
General Administration; changing local-set price limits 
must be approved by local commodity prices adminis- 
trations. Because of rising raw materials, fuel, and 
energy prices, the production cost of agricultural cap- 
ital goods is expected to rise too, and if the price 
ceilings are not adjusted in time and the producers 
should incur losses as a result of the imposition of price 
ceilings, the remedy may come from the Ministry of 
Finance in the form of profit tax reduction or exemp- 
tion or financial subsides depending on the enterprises’ 
jurisdictional relationships. 
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D. Strengthen the management of agricultural capital 


goods: 


We must recognize the importance of strengthening the 
price management of agricultural capital goods from the 
high point of supporting agricultural production, stabi- 
lizing the rural society, and protecting the peasants 
interests. 


We must strengthen the price management of agricul- 
tural-use electricity. Currently, 46.4 billion kwh of elec- 
tricity are attributable to farm-use (including agriculture, 
forestry, livestock, sideline production, fishery, and the 
processing of agricultural products.) This includes 22 
billion kwh used in farm drainage and irrigation. The 
State sets the electricity rate, averaging 0.087 yuan per 
kwh, including 0.02 yuan that goes to the power plant 
construction fund. However. management is chaotic in 
some localities: they apportion funds, gather funds. and 
collect fees arbitrarily; some localities charge more than 
1 yuan per kwh. In recent years, more than half of the 
localities have rectified the way rural electricity prices 
are set; more than 200 million yuan in illegal income has 
been found, and upon rectifying old practices. new 
agricultural-use electricity management methods have 
been established. Overall, in localities that have under- 
gone rectification, rural electricity prices are more stable, 
and the result is good. These localities should review 
their experiences and amplify and perfect their elec- 
tricity price management methods. Localities that have 
not rectified their practices should begin to do so and set 
up management methods as soon as possible. Com- 
modity prices administrations and departments in 
charge of power generation should make checking the 
price of farm-use electricity the focal point of their work 
and rectify the phenomena of reckless price increases. 
reckless apportionment, and unreasonable charges. 


The localities must diligently implement the “State 
Council's Circular on Strengthening the Price Manage- 
ment of Agricultural Capital Goods and the Setting of 
Ceiling Prices for Their Major Product Categories” and 
the “Circular on Strengthening the Administration and 
Management of Chemical Fertilizers. Pesticides, and 
Plastic Groundcovers” promulgated on 25 October 
1992. They must diligently rectify order in the circula- 
tion of agricultural capital goods. Price administrations 
at all levels must work with the supervisory departments 
and the industrial and commercial administrations to 
step up supervision and checking. Those who are unli- 
censed or operating beyond their licensed scope must be 
shut down and their illegal income confiscated. Those 
who raise prices illegally, raise prices at every level, fail 
to impose the price ceiling, engage in illegal resale, or 
exact exorbitant profits, and those who sell inferior. 
counterfeit agricultural capital goods and cheat the peas- 
ants in other ways should be severely punished. 


Today, the nation’s price reform is moving toward the 
goal of establishing a socialist market economic system. 
toward accelerating the pace of changing the pricing 
mechanisms, and increasing the magnitude of structural 
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price adjustments. Under the circumstances, the State 
Council's promulgation of the grain procurement guar- 
anteed price system, its changing the method of honoring 
the “three linkages” in grain and cotton procurement, 
and the impiementation of maximum ceiling prices for 
extra-plan agricultural capital goods are important mea- 
sures for promoting price reform, perfecting the market 
mechanisms, and perfecting the price regulation and 
control system. If we diligently implement these three 
pricing policies, it will have a very positive effect on 
promoting the steady increase in grain and cotton pro- 
duction and promoting the development of the rural 
socialist market economy. 


Hebei Peasant Per Capita Cash Income Decreases 


HK 1609063293 Hong Kong ZHONGGUO TONGXUN 
SHE in Chinese 1148 GMT 7 Sep 93 


[Text] Shipazhuang, 7 Sep (ZHONGGUO TONGXUN 
SHE}—A sampling survey conducted among peasant 
households in Hebe: Province shows that the per capita 
income in cash for rural areas in the province is 370.72 
yuan for the first half of this year, a decrease of 6.3 
percent as compared with the same period last year. Of 
this income, 129.29 yuan is derived from sale of agricul- 
tural products, a decrease of 14 percent as compared 
with the same period last year. 


The main cause of the decrease in Hebei peasants’ 
income lies in the decrease in agricultural income. In this 
province, 70 percent of the peasants’ income is derived 
from agriculture. Since the beginning of this year, in 
Hebei Province, the margin of increase in procurement 
prices of farm and sideline products has been less than 
the margin of increase in the prices of capital goods for 
agricultural production, resulting in a widening price 
difference in the exchange of agricultural and industrial 
products, hence a decrease in peasant income. For 
example, in the first half of this year, the portion of 
Hebei peasant income derived from the sale of farm 
products is estimated to have decreased by 261 million 
yuan: in contrast to this, peasant outlay on production ts 
estimated to have increased by 434 million yuan over the 
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same period last year. Based on the above revenue and 
expenditures estimates, for the first half of this year. 
Hebei peasant net income derived from agriculture has 
decreased by 695 million as compared with the figure for 
the same period last year. 


Shandong Reports All-Time High in Wheat 
Output 


SK 1309061493 Jinan DAZHONG RIBAO in Chinese 
31] Aug 93 pl 


[Excerpt] [passage omitted] According to the informa- 
tion officially released by the provincial government 
recently, Shandong’s wheat output totaled 20.25 billion 
kg in 1993, exceeding 20 billion kg for the first time in 
our history and ranking first in the country for the third 
year in succession. The average per-mu yield of the 
province was 325 kg. In 16 counties, cities, and districts, 
the average per-mu yield exceeded 400 kg: and in 
Shouguang and Huantai, it exceeded 450 kg. Twelve of 
the 17 cities and prefectures of the province hit an 
all-time record in their summer grain output. 


The output of more than 20 billion kg meant that 
Shandong’s summer grain output had been greatly raised 
on three occasions since the 1980s. In 1980, Shandong’s 
wheat output was merely 7.66 billion kg. It increased to 
12 billion kg in 1983, up 57 percent. In 1986, it reached 
15.6 billion kg, up 30 percent from 1983, and the 1993 
Output again increased 29.8 percent over 1986. In the 
short period of 13 years, the per-mu yield of the province 
rose from | 39 kg to 325 kg. and the per capita share from 
105 to 237 kg. [passage omitted] 


Gansu Sets New Record in Summer Grain Output 


HK 1609103993 Lanzhou Gansu People’s Radio 
Network in Mandarin 2300 GMT 11 Sep 93 


[Text] According to figures carried in GANSU RIBAO 
on 2 September, Gansu has reaped a bumper summer 
grain harvest this year, totaling 4.75 billion kg. an 
increase of 948 million kg. or 24.9 percent. over 1992 
and setting a new record. 
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Preface to Banned Book Disaster of Leftism 


93CM0438A Beying ZHONGGUO ZLUOHLO 
[DISASTER OF LEFTISM] in Chinese Feb 93 pp 1-7 


[Preface by Yue Jianyi and Zhang Dening: “Preface to 
the Book Zhongguo Zuo Huo (Disaster of Leftism in 
China)" ] 


{Text} The sky 1s blue, and the land 1s yellow. 


Coming from the oldest darkness in the Orient, starting 
from sparks, and coming from the allegorical misery 
suffered by the race with sun-colored skins, the CPC 
marched out of the desolate and coid wilderness, fought 
bloody battles in which one group followed another in 
charging forward. and finally entered the place of metal- 
like splendor. 


Listen. The whistling sounds of wind and rain are the 
footsteps of a generation of explorers who have held on 
to their convictions. 


But nature has its laws: the same historical period saw 
people of different qualities and both successes and 
failures. Thus, there is a great deal of lamenting. as one 
has to recall the past events even if one does not want to 
do that. 


In 1927, Qu Quiubar’s putschism resulted in a leftist 
disaster. 


In 1930, Li Lisan declared that the final worldwide class 
battle was coming soon, calling for a general strike and 
national insurrection. As a result, in the first half of that 
year alone 58.590 people were arrested and 6.220 people 
were killed. 


In 1931, Wang Ming suddenly became the leader of the 
CPC. he was even more left than other leftists. As a 
result, blood flowed and became a river. Almost all the 
Red base areas were lost. 


In 1930-1934, the base areas conducted large-scale cam- 
paigns to eliminate counter-revolutionaries, resulting in 
tens of thousands of unjust, framed, and wrong cases. 
Countless numbers of Red Army soldiers and officers as 
well as founders of the Soviet areas were murdered by 
their own comrades. The indiscriminate killings and 
arrests bordered on madness. As a result some army 
corps had almost no party and political cadres left. 


In 1942. the “Rescue Campaign” was launched during 
the Yanan rectification. For a time, “KMT agents.” 
“Japanese spies.” “CC agents,” “Fuxing Society mem- 
bers.” “traitors to China.” “turncoats.” “Trotskyites.” 
“Red Flag Party members.” and “bad people” were 
everywhere. illegal interrogations went on everywhere. 
and people were induced and forced to make confes- 
sions. Kang Sheng said: Of the party member cadres who 
have come to Yanan. 70-80 percent are politically unre- 
hable. 


In 1951, the motion picture “The Story of Wu Xun™ was 
criticized and denounced. 
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In 1957, over 550.000 people were induced to air their 
views and then branded mghtists. Countless numbers of 
other people also suffered a great deal as a result. 


In 1958. people in Xushui County declared that they had 
entered communism. causing a worldwide sensation and 
ushering in the Great Leap Forward during which 100 
million people smashed their cooking pots. tore down 
their houses. and destroyed forests. in order to make 
steel in a big way. Several hundreds of millions of people 
launched high-yield “satellites.” with the highest yield 
claimed being that of over 824.500 jin per mu. No one 
asked questions concerning such unprecedented absur- 
dity. 


In 1959. Peng Dehuai. a marshall of the republic. was 
dismissed from his office because he had spoken for the 
people. Purges were carried out in the military. and the 
restrictions On persecuting mghtists were lifted again. 
resulting in over 10.000 people being persecuted. 


In 1959-1961. the Great Leap Forward caused calamr- 
ties, with the crying of starving people being heard across 
China. “Unnatural deaths and the decline in births” 
during the three years caused the population to be over 
40 million less than it should have been: direct economic 
losses amounted to 120 billion yuan. 


In 1962. the novel Liu Zhidan implicated 10.000 people. 
As a result. flowers withered in the ideological and 
cultural spheres. 


In 1963, Yang Xianzhen was persecuted because of 
issues Of philosophy. All those who had relations to him 
were implicated: thousands of people were denounced 
publicly. demoted. sent to labor camps. imprisoned. or 
even executed as a result. 


In 1964, the rural “four clean-ups” campaign resulted in 
countless numbers of innocent victims. 


In 1966, an unprecedented profound. comprehensive. 
and cruel havoc began. Victims ranged from ordinary 
people to national elites, founding heros of the state. and 
military commanders: few of these people were spared. 
In ancient times, there were the following cruel punish- 
ments: tattooing the face. cutting off the nose. cutting off 
the feet. castration. death. spanking. imprisonment. 
exile. cutting off the kneecap. beheading. hanging. sev- 
ering the upper part of the body from the lower part of 
the body. displaying the cut-off head. execution in the 
thoroughfare. pulling the body apart with carts going in 
different directions. dismembering the body. burning. 
death by dismembering the body: and extralegal cruel 
punishments such as scorching. boiling a person alive. 
pulling out the tendons. death by pulling the body. death 
by spanking. peeling off the skin. suffocation. . _ . . 
Nevertheless. all these different kinds of punishments 
and cruel physical and psychological tortures were less 
cruel than the things used during the decade-long Cul- 
tural Revolution. The disaster of leftism was like a huge 
tide or a running mountain: it created things never heard 
of in history. As a result. those alive lost their souls: those 
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dead were deprived of all their dignity: the seven emo- 
tions were destroyed: the six sensual desires were sup- 
pressed: human nature was made something abstract. 
there was poverty in terms of both the soul and the body: 
every day became a new day of suffering: self-destruction 
was as difficult as survival; human beings became the 
living creatures that human beings feared the mosi-: 
people lost their heart: all hope was lost. there was not 2 
single ray of star light amidst the darkness of the night: 
promise became betrayal: being an informer meant being 
loyal: biood submerged the red color. tears made the sea 
swell, the ancient continent became desolate and mad. 
crisis became the story told in the Ornent. Finally, the 
people were no longer silent amidst the widespread 
silence, and great noise began to be heard from under the 
ground. 


In 1977, the “import-based leap forward™ brought about 
another episode of trying to do things “not appropriate 
in the given stage™; and the theory of two “whatevers™ 
was put forward. 


—lIs all this an apocalyptic memorandum?” 
—Is all this a warning for the nation? 


—lIs it because profound awakening can only come out of 
the most crue! gestation process? 


—lIs 11 because there are no competent people among the 
descendants of Emperor Yandi and Emperor Huangd: 
so that they cannot but suffer wanton havoc? 


If it 1s said that there are no competent people. why have 
there been good and bad penods replacing each other 
throughout history? This 1s saddening’ 


If it is said that there are competent people, why have 
things not turned into their opposites after reaching the 
extreme in the course of changing events? This is lamen- 
tabie' 


Is this the nation which has so much civilization. so 
many epics, and so many loyal and talented people? So 
many dreams that would not be fulfilled have arisen in 
the bloody sky. The blank land has enchanted so many 
people. including those whe have noble ideals, those who 
want to create effective government, those who are 
concerned with national affairs. those who intend to 
achieve progress. those who have unique skills. those 
who can detect everything, those who can control the 
overall situation, those who would boldly explore. those 
who would strive to get the great treasure, . . . . But there 
would be suspicion, jealousy. and persecution: as a result 
those people would be demoted. imprisoned. and exiled. 
or join the underworld; their life would become the hell 
from which they would not be able to get out. They 
would have to endure wrongly imposed punishments 
and end their lives mm anguish. Across the land, gold has 
lost its luster, while rotten wood has come to be honored. 
Insects can multiply. but human talent ts not valued at 
all. As there has been an information explosion overseas. 
with knowledge. science, and technology being updated. 
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overseas Chinese have won all the glory and become 
heros around the world. In the United States alone. 
overseas Chinese account for one-fourth of the 120.000 
first-class scientists. But in the meantime. Heaven is 
laughing at the absence of talent in their ancestral land. 
Thus, trained personnel are both left unused and in very 
short supply. while there 1s shortage. there 1s also a great 
deal of waste. or even a brain drain. Thus. manual labor 
and mental! labor are remunerated in a way which 1s 
Opposite to what should have been the case. the intellect 
iS moaning. Thus. an era which should have produced 
great masters is almest blank. Thus. splendid China 
cannot escape the punishment of history. the population 
crisis. ecological cnsis. pollution crisis, civilization 
cnsis, belief crisis . . . have come one after another. Thus. 
a nation’s bad character has got enhanced. Thus. 11 1s 
almost the case that the nation has got a new. unfortu- 
nate character. Thus. people refuse to reflect on their 
own mistakes. try to use words to Cover up mistakes. and 
have become good at forgetting. Thus. there have 
emerged all! those people such as those whose hearts are 
hke still water. those who are apathetic. those who say 
the nghteous things. those who hit a person when he 1s 
down, those who frame people. those who claim to be 
prophetic. . . . . Thus, when all the sinologists of the 
human race are studying what has happened in China. 
our nation has dissolved her anger. There 1s no histoncal 
awakening. If so. where 1s the awakening relating to the 
future? 


It is no wonder that the left rs still tyrannizing the 
country and has launched repeated attacks on the 
reform. 


It is wonder that people still have lingering fears. for they 
have been hurt badly again and again. 


The great shame. the loud toll of the warning bell. and 
the great sorrow. 


It is time to get out of misery. 


It 1s time to say goodbye to tragedy. 


It 1s time to squarely face the disaster of leftrsm 


Standing at the wound on the body of the nation. we can 
see more clearly: 


Extreme leftism is a recalcitrant present-day manifesta- 
tion of feudal ideas and tactics. 


All the social critiques made by the extreme left have 
features characteristic of small-scale production. 


The extreme leftism of the era of overthrowing the 
“thre. big mountains” may to some extent be under- 
stood as a manifestation of the intensification of class 
Struggle. but since the outset of the decade-long havoc. 
there have been changes and developments. Extreme 
leftism has provided the strategy that some people use in 
power struggle and become means thal some people use 
to suppress dissent. They are fnvolous and impulsive. 
but also expernenced and cunning: they are ignorant but 
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unwilling to remain out of the lamelight. they live im a 
way as required by their roles. when the face 1s scraped. 
a half pound of Marxism powder and cream will fall off. 
the blood red tongues always deliver bug talk. falsehood. 
empty talk, rubbish. and mtual talk. while they assume a 
martyr posture, there rs dirt. spoder webs. and rotten 
things everywhere in the deep chambers of their souls. 


Many of the extreme kefi are clowns. ruffians. and 
politicians who got into the CPC to seck their personal 
advancement. They understand very well the good 
Strategy of “rather being iefi than nght™. they simplify 
some theomes, turning them imto abstract concepts. 
dogmas. absolute sdéeas. and sdeas resembling relmpous 
behefs, and then make those ideas their sdols. so as to sell 
their leftrsm. while planning in secret to destroy people. 
As a result, some achievements of smence and human 
civilization have been made ito things which are ne? 
ther fish nor fowl, the isms are unlike real isms. and the 
theones are unhke real theones. resulting in imnumer- 
able mrsunderstandings and boundless resentment 


The extreme left injures the people im the name of the 
people. destrovs behefs in the name of beliefs. devastates 
scence in the name of smence. ruins the Iegal system in 
the name of the legal system: suppresses democracy im 
the name of democracy. damages society in the name of 
society. and ruins the reform in the name of reform 


In an effort resembling trying to perform a skin-grafi or 
breast-cnlargemeni operation on the Han Dynasty old 
lady in the Mawangdui tomb. the extreme lef 1s trying to 
rationalize and beautify old things. so as to depnve the 
present of the nght to move toward the future. 


The extreme leftists are conservative in their theory. use 
despicable means. and are morally bankrupt. they are 
only concerned with their own interests. and want to 
mainiain an obscurant. crude. and ineffective socialism 
which 1s noted for in-fighting and which commits mis- 
takes repeatedly. they want the beautiful land to pay for 
their power, dignity. and decadence. They are going 
against the histoncal tide. and fear the demand for 
seeking truth from facts. Since the outset of the reform. 
they have been opponents to all the new phenomena. 
new Concepts. new Measures. new trends of thought. and 
are thus reactionary im nature 


The extreme leftists appear to be secking no carthly 
pleasures and to be living in the heaven and out of this 
world. they not only pose as persons of the people but 
also pose as the guide for the people. they appear senous 
and unfathomabic. and act in a stereotypical way. resem- 
bling figures in dramas. thus. they are very hypocnitcal 


The extreme leftists dnve the fish into deep waters and 
the sparrows into the thockets. they are very partisan and 
claim that only they are the lefirsts. they indiscnmuinately 
put large and small labels on dissenters. and hit dis- 
senters with theck and thin clubs. exaggerating the sig- 
nificance of matters and acting in an unscrupulous. cruc! 
and autocratic manner. They often persecute people in 
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such a way a3 to make those people hower betecen hie 
and death. Thus. they are a very exclusive group 


The extreme lefussts are beseceed on all ades. thes 
understand that they will won or lose together. they know 
that the end rs coming. but do not dare to repent. thus 
they are fighting with ther back to the nver. They are 
putting up a last-ditch strugegke. relving on the ofd tradr- 
uonal forces and t~. ssnonal feudal culture. Thus thes are 
very obstinate. 


The extreme leftrsts have commuted enough ov! deods 
and created enough havoc. thus thes are utterh solated 
Wherever they go. they are looked upon «wth ercal 
contempt. When in front of people. thes sande foraard 
with their chins up and appear to be as proud as bulls: 
when people are not around. they bocome dared. ther 
eves muisted. and feel empty. sad. miserable. and 
mournful. they are fnghtened by all truthful statements 
and reports. and have become pesuumrsta. despondecnt. 
and fatairsic_ but refuse 10 admut. looking around. thes 
find ao mumate fnends. and are thus ke soltian ghosts 
or lonely people. Thus they are all alone 


The extreme left has profound or \anous relanonships to 
such phenomena as unnecessan formals. nex go.- 
ernment polocees. the tendency to be sclfimpornant rd 
tape. formalism. idling of personnel. using publ office 
© promote privale micrests. excessive amounts of doc- 
uments and meetings. 


The extreme iefi wend of taought has been the most 
important inner root of all the misernes suffered In the 
Chinese nation im the modern cra 


We would like to express our gratttude to the author who 
has written thrs book. by working hard and travellung day 
and night so as to collect. check. and reweew the maie- 
nals. The book depicts the histon of the disaster of 
leftrsm, thereby giving history truthfulness. Out of a 
profound sense of responsibility. the author has ded- 
cated to readers thes over 400.000-character panorama 
long repon—Zhongew Zwohwo which is now published 
for the first ume. There are unavowdably errors and 
omussions. bul i 1s a book whoch faces hrstorn squareh 

and which emphasizes the orginal facts and onginal 
situation. Herem he the most rmpornant character of the 
book. Only um this way wall ot be possible to make readers 
pon us in an effon to profoundh review the real sotua- 
won im the past. and to explore. in history. the historncal 
development of the disaster of ieftrsm and the natoon’s 
past exploratons. mistakes. pains. and lymuiations. so as 
to warn and awaken ourselves and to provede later 
generations with food for thought. As spenall inviied 
editors. we have pul editor's notes before cach chapter so 
as to make the book more compicic. Now. as we have 
finished all the work at hand. we keenly remember the 
extensive support and assistance given Dn the relevant 
orgamizations. We would like to cxupress our gratitude to 
the Party History Research Center of the CPC Central 
Commuttec. the Pany Literature Research Center of the 
CPC Central Committee. the party stvie cducanion office 
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of the CPC Central Comenssson for Dacipline Inspec- 
mon, the Chemese Academy of Social Scrences, and var. 
sOws Cuperts and scholars. 


Poopke of annent umes sad: ~Enhghtened people pre- 
vent drsasters from happening. arse people think abou! 
trowbies wm the fotwre. Know abou einai and 
loam makes one capable of functonig m Uhe world 
iknow ng abou! sunral and pershing makes one Capable 
of drsuungurshing berecen good sagas and had omens.” hh 
was also sant ~Alas’ Drsasters ormginate from fortunate 
happenings. The movements are sight and there are 
comtradxtory sens. but the causal relavons are very 
clear One gets warned after goung through dhfficultees. im 
thes way one can avosd Grsasters.~ 


Wethout earning homself_ hoe can one awaken himself” 


Having no scl-respect. how can one carry owl sclt 
strengthening” 


Wwthout reflecvons. how can one be remnvagorated” 


Wwhout a nodice character. how can one have a noble 
prospect” 


Wwthout the bones beng rch @ calowm, how a 
possible to break the homzon together with the sun of the 
nce cra” How ss 0 possibile to give hfe back 10 hfe. make 
humans human again. make Creavons agar creative mm 
nature. and give sport hack to spunt so that there will be 
eroath amodsi the morse made by pure gold” 


So that thenkang ss no longer culled. that the soul no 
longer strangied. thal comvectrons are no longer a bloody 
matter. that there rs hope unstead of despair. thal we who 
were once Children and owr children are no longer 
impmsoned un terms of both the sowl and the body. and 
that the country of one balhon people no longer 2 
forgotten cowntry on this most splendad planet m the 
solar system, ket us hnk wp Our arms jusl 25 Mountam 
ranges are haked up eth mouwntam ranges and jusl as 
conmmeclanons are baked up eth consiellanons. walk 
past the drsaster of ieftrsm. and move toward tlomorroe 


Finends. take to the road” Wald flowers will get closer 10 
vou. and demonstrate therr fresh beauty 


Froends, take 10 the road!’ The landscape behind us will 
become another round of wind and rain 


Finends. take 10 the road and wape off the tears which are 
nol vel dned up 


—We have wrntien the passages above to encourage alll of 
us and t© serve as the preface 


Yue Jaan and Zhang Deng 


Deep in the aght on 6 January 1993 at Jranguomen 
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Market Economy Festers Jooarnalisnc Reform 
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jArucke by Xw Renzhorg (1776 0086 O11 2): ~Marker 
Economy Fosters Joucnaisix Reform”) 


[Texa] The cast eund of the socualhst marker coomomn, ties 
dloen open the door of sprmimg auth ws munad Towers 
and wees. The laeest rownd of baton and profound 
reform has not onh opencd up an evorandonimg brave 
new world for jou malsom. dat has oho rane nce 
demands for comumurm youwtnabstn reform 


Analsrs of New Situation 


There are vnumnare wes betecen journals reform and 
the establish ci of 2 socualst mrotket COOMOMY COVEN HS 
they cach have thew oem characte: s0cs. Sach is the new 
SHTSANON vA pOurviahsuc reform wodar 


Journalsix reform and the cstabhshmem of 2 soca 
market coonomm, are bmked um the follloumg wars 


1. Jownnalrsan and jowrnalrsnc reform must eork hard om 
behaill of coomomx comstrection by Grivume Une smooth 
development of 2 socabsa marke coomom, om & jou 
nalsax level. Econom work and ccomomnx restrec- 
TEIIRZ. A TTR. suppo#n yownnalism on an ccomomn hovel 
and rane a2 new demand for reform 


2. Amned the restrecturing of the ccoMomMC System. Ow 
nabs writs have sohcted more advertising and started 
more omenprises and ovher revenwegoncrawmg buswncss. 
axtvines. In essence, ths s the comome« work of 
pournalsuc waits im Charge, 0 will soon become part of 
the marke: ccomomy. How jyowrmnalsix wits are onge- 
mized. ther labor and personne! practares as well) as 
arstnibatvon methods also have been strome@h onthuenced 
by the market cCOMOMMY MM Many Bars 


3. The thionkurg and mode of conduct of the reportum 
and aduonal staff of yowmalhsic whits are mmcvitabh 
vafwenced by the como and made of comduct of Uhe 
market QOOMOTNY MR VaTIOUs ways. Tofkcted direct and 
vadirecthy vm yowmnahsm. om the tram of an army of 
purnahsts, and m the approach weard jowrnalnsix 
reform 


The coomommec base 1s of Gocrsive uMportance WW GHC 
The close es betecen Uhe restructuring of The ccomonmn 
system and journals reform has a mayor wmpact om 
youtnalrstn 


Al whe same wene. the Teo have thew Oem spew! 
Characters 


1. They play different roks m sonal speculation 
Journalism prodwocs spuntwal products and is om Change 
of reportum and shapung public opaniom. Ecomomuc work 
Tums Owl material products and vs un Charge of ccomonmac 
Gevelopment. A ncespap)er Comes with & price Tag. wthacth 
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makes it a commodity, but it is not entirely the same as 
eggs and clothes. Television and radio provide news free 
of charge; that is a world-wide phenomenon. Journalistic 
units have launched a range of income-enhancing busi- 
ness activities but their main responsibility is still 
reporting news and shaping public opinion. Unlike 
industrial and commercial enterprises, they by and large 
belong in ihe superstructure. Journalistic reform cannot 
be the same thing as restructuring. 


2. They come under the direct guidance of different 
scientific principles. Economic restructuring is under the 
direct guidance of economic principles even though it is 
influenced, in some cases significanily, by the scientific 
principles of politics, law, education, and ecology. Essen- 
tially, though, economic principles must be considered 
the predominant principles for the restructuring of the 
economic system. Journalism and journalistic reform 
come under the direct guidance of journalistic princi- 
ples. We must comply with the socialist journalistic 
principles with Chinese characteristics. Since journalism 
and economic development are each governed by a 
different dominant philosophy, their reforms display 
their respective distinctive characteristics. 


If the market economy works properly, boosting the 
economy and energizing the market, it will give a strong 
impetus to scientific research work in physics, chemistry, 
and biology, but only in an external way by supporting 
and stimulating. The market economy has no effect on 
the internal principles of these disciplines. That is not 
the responsibility of the market economy. “Railroad 
police each takes care of a section.” Scientific research, 
intermediate testing, and dissemination and application 
in such areas as electronic collision, the chemical com- 
bination of elements. and biotechnology must be carried 
out by experts in e7.ch field. This is precisely why China 
needs a largc number of natural scientists. 


The principles of the market economy also lend powerful 
support and impetus to journalism and other social 
sciences externally, along with some internal penetra- 
tion, depending on the circumstances. From the perspec- 
tive of journalism, whatever principles of market 
economy that seep into journalism must be carefully 
assimilated and modified based on the principles and 
characteristics of journalism. They are not to be super- 
ficially copied or duplicated but must contribute to the 
healthy development of socialist journalism. Economic 
laws cannot replace the basic laws of journalism. This is 
a point working journalists readily appreciate. 


The Philosophy of Journaiistic Reform 


Journalistic reformers must study the new situation in 
economic reform carefully. In addition they must study 
the new situation in other reforms in earnest, identifying 
the correct social bearing and putting the characteristics 
of journalism to work. 


1. They must overhaul their thinking by liberating them- 
selves from the unscientific, distorted, and one-sided 
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interpretation of socialism. Understand in depth Com- 
rade Deng Xiaoping’s theory of socialism with Chinese 
characteristics and use it to guide journalism and steer 
journalistic reform. This is because journalism is distinc- 
tively ideological and all-embracing. News is broadcast 
or otherwise disseminated every day, so it has an enor- 
mous impact on economics, politics, culture, and all 
other areas. Journalistic reform is an inseparable and 
crucial part of building socialism with Chinese charac- 
teristics. At the same time, it must contribute to the 
construction of socialism with Chinese characteristics. 


Comrade Deng Xiaoping said: “Socialism is not poverty. 
The essence of socialism is liberating productive forces, 
developing productive forces, abolishing exploitation, 
eliminating bipolarization, and finally achieving 
common prosperity. Build an advanced socialist spiri- 
tual civilization even as we build an advanced material 
civilization.”” He also pointed out: “Marry the universal 
truths of Marxism with China’s concrete reality. Follow 
our own course. Build socialism with Chinese character- 
istics. This is our basic conclusion after reviewing our 
long historical experience.” By expounding this string of 
scientific theories, Deng Xiaoping has refined Marxism 
and given birth to a body of truths that constitute a 
quantum leap in our understanding. It is critical to 
conscientious journalism that we use this system of 
truths as a standard in overhauling our thought. First, by 
overhauling our thinking, we can reaffirm our full faith 
in socialism. This belief is our driving force. If we in 
journalism lack this drive or if we are confused, our 
initiative will not be brought out properly. Use “over- 
haul our thinking” as the criterion in journalistic ‘eform, 
instead of guiding journalistic reform by mechanically 
and one-sidedly copying journalistic theories from the 
West. Third, use the new body of truths as the basic 
theory for correctly understanding the myriad things in 
journalistic activities, making a clear distinction 
between right and wrong and enthusiastically reporting 
and spurring the development of a socialist market 
economy. 


As a process, “overhaul our thinking” is not over yet. 
Practice is going ahead, understanding is deepening. 
Closely integrate the practice of journalism with the 
entire reform and open policy, deepen our under- 
standing of the theory of socialism with Chinese charac- 
teristics, and stick to it as the theoretical base in jour- 
nalism. 


A related point: Understand the party spirit in jour- 
nalism more thoroughly and adhere to it in the context of 
the new situation. Stop equating party spirit in jour- 
nalism with one-sided, mechanical, dull, and dry 
reporting. Cut out empty political sloganeering and other 
stuff that leaves one unmoved. This is an important 
aspect of contemporary journalistic reform. At the same 
time, some people shy away from talking about journal- 
istic party spirit for fear of being labelled. We cannot 
support the view that journalistic party spirit is obsolete. 
We must march in step politically with the CPC Central 
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Committee and abide by the socialist stand and view- 
point. This is the correct principle distilled from endless 
changes in journalism in the long course of history, an 
advantage to be perfected and furthered in reform. 


Amid the explosion of news reporting in the world today, 
there are many factual news items which command 
general agreement. Nevertheless, news media with dif- 
ferent political stands and viewpoints demonstrate such 
differences in their reporting. Last month an overseas 
newspaper carried a photo released by a news unit in 
China, but hell bent on expressing its stand and view- 
point and eliciting a particular public response, omitted 
the original caption and replaced it with something 
entirely different. As Engels said: “All newspapers which 
advocate getting rid of politics engage in politics. The 
question is how to engage in politics and what kind of 
politics.” 


2. Understand the socialist market economy correctly 
and search for a meeting point between the two. 


The socialist market economy impacts journalism and 
journalistic reform heavily in many ways, so how we 
interpret the market economy assumes additional 
importance. 


In the race for social economic development in the world 
today, the market economy has shown itself to be supe- 
rior to the planned economy. At the same time, it must 
be recognized that market economies around the world 
come in all shapes and sizes. Japan is a market economy 
under government guidance. Germany has a social 
market economy while the United States boasts a free 
market economy. Even without being privy to the secrets 
of their internal policy-making and inner workings, we 
can readily see their differences. In addition, there are 
other nations which have followed a market economy for 
centuries only to be mired in a severe recession in recent 
years following a sharp decline in their economic 
standing. This shows that many conditions must be met 
before the market economy can operate properly. 


The socialist market economy in China must make the 
most of the market’s basic role, namely allocating 
resources, thus further liberating and developing produc- 
tive forces. This is a magnificent epoch-making piece of 
reform that will fully mobilize mass participation and 
the initiative of all quarters. Clearly it is wrong to think 
that building a socialist market economy means prac- 
ticing capitalism. Those who make such an assumption 
and therefore feel skeptical about or hostile to the 
socialist market economy, or equate the socialist market 
economy with capitalism, shaping public opinion 
accordingly, are in the wrong. Comrade Deng Xiaoping 
has said: ““Whether three is a little more market or a little 
more planning does not essentially distinguish socialism 
from capitalism and vice versa. Both planning and the 
market are economic tools.” Needless to say, there is 
foam in the waves, weeds in a fertile field. In the course 
of market maturation, it is inevitabie for the good and 
the bad to be intermingled. Some irrationalities and even 
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corrupt capitalist stuff will appear, sometimes even 
blatantly, eg., drug-trafficking, prostitution, and other 
things with modern characteristics. But this is precisely 
what we need to crack down hard on. They must not be 
confused with a socialist market economy. 


A top priority today is to understand the socialist market 
economy fully and search for a meeting point between it 
and journalistic reform diligently. 


1. The law of value is the most fundamental law in a 
macroeconomy. News units must honor this principle in 
its operations and in distributing rewards and meting out 
punishments. When they make judgments, their crite- 
rion should be: “Does it help develop the productive 
forces of a socialist society, increase the overall strength 
of a socialist nation, and raise the people’s living stan- 
dards?” News reporting, in particular, must contribute 
diligently to accelerating economic construction in a 
variety of ways. Journalism should be mindful of the 
bottom line, but it must put social benefits above all else. 


2. When it comes to the production, processing, and 
distribution of news, including the publishing of news- 
papers, we must study the new market supply-demand 
Situation, including the latest changes and make proper 
adjustments and improvements so that journalism may 
flourish. Study the law of socialist journalistic supply 
and demand with Chinese characteristics. Make an ear- 
nest effort to understand the vast readership’s needs and 
psychological changes and improve the production and 
supply of newspapers, including the application of 
modern technology in journalism. On the one hand, 
attach the utmost importance to the various demands of 
modern life on journalism. On the other hand, we must 
consider their propriety and benefits, at the same time 
influencing them with a view toward refining them. 


3. Actively promote competition in journalism, 
including competition at home and abroad, treating it as 
a means of promoting personnel training and improving 
the quality and efficacy of journalism. Enhance our sense 
of competition and establish reasonable parameters of 
competition. 


The establishment of a socialist market economy in 
China is a new and arduous piece of systems engineering. 
Things are going our way now, but we are still in the 
initial phase as far as large-scale implementation is 
concerned. There are many wildly variable factors. 
Many operating rules and institutions have yet to be 
established. Moreover, our market economy is a socialist 
market economy. There is a need to link it with the 
international economy, on the one hand. There is also a 
need to make it conform with national conditions, on the 
other. Journalistic reform must take into consideration 
all these factors if journalism is to better serve the 
development of a socialist market economy in multiple 
ways. 
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About Journalistic Reform 


As far as the mix of ownership systems is concerned, 
economic reform in China aims for the long-term coex- 
istence of various economies, including the individual 
economy, private economy, and foreign-funded 
economy, with public ownership remaining dominant. 
Are we to conclude therefore that there should be indi- 
vidual, private, and foreign-funded news organizations 
as well as publicly-owned news organizations? Such a 
conclusion is unwarranted. This is a major issue. 


1. Journalism and journalistic reform must not only 
serve the restructuring of the economic system but also 
contribute to the perfection of the national people’s 
congress system, multi-party cooperation under CPC 
leadership, and the Chinese People’s Political Consulta- 
tive Conference; to political restructuring aimed at cre- 
ating socialist democratic politics; and to the develop- 
ment of a socialist spiritual civilization with its ideals, 
morals, culture, and discipline. All three are indispens- 
able. Journalistic reform must be consistent with these 
three major pieces of reform and take it upon itself to 
promote all-round social progress. It cannot just take 
care of one while ignoring the others. To transplant to 
journalism the economic restructuring model lock, stock, 
and barrel has its limitations. 


2. China’s success in development in the last 15 years 
shows that the communist leadership not only can 
accommodate existing social productive forces but can 
also push them to reach new heights through reform and 
the open policy. Journalism under party leadership too 
can accommodate ever-growing productive forces. The 
fact that various economies have come about owes itself 
in part to the simulating effects of journalism. 


3. Journalism must implement, report, and publicize 
expeditiously the party’s line, principles, and policies. 
The actual operations in journalism must not depart 
from party leadership. 


Comrade Deng Xiaoping said: “‘The purpose in 
reforming the leadership system of the party and the 
nation is not to weaken party leadership and dilute party 
discipline but basically to strengthen party leadership 
and tighten party discipline.”’ The same applies to jour- 
nalistic reform. Improve and strengthen the leadership 
of the party’s journalistic work to make it stronger and 
more mindful of the art of leadership. Make full use of 
the role of the news media in the new era—serving as a 
bridge between the party and the masses—and improve 
to the utmost the management of news units, including 
the forms in which public ownership can take. Many 
arduous tasks remain to be done in these areas. 


Reform the Content, Format, and Philosophy of News 
Reporting, Reform the Methods of News Gathering and 
Editorializing 


What do news media report? How do the news media 
discharge their role of shaping public opinion? What 
effects do the news media have on the various levels? In 
what ways inave they stimulated social development and 
overall social progress? All of that is closely related to the 
content of news reporting, an important realization of 
the special character and function of journalism. Thus 
reforming the content of journalism is substantive in 
nature. Accordingly it would be incorrect to perceive the 
reform of the content of journalism as mere tinkering. 
This kind of perception is bound to impede our effort in 
this area. Without reforming the content of journalism, 
it may be said, reforms in other areas will certainly be 
vague and lack substance. The success of journalistic 
reform mainly expresses itself in the role of journalistic 
content in society. 


Reform of the content of journalism embraces a broad 
and diverse field. At the moment the most important 
thing is to report and publicize accurately, vividly. in 
depth and in a variety of ways mew practices and 
innovations relating to the construction of socialism 
with Chinese characteristics, including the implementa- 
tion of the party’s basic line—revolve around economic 
construction, uphold reform and the open policy, and 
adhere to the four cardinal principles—and the latest 
goings-on in building a socialist market economy. Herein 
lies the key to the revitalization of the Chinese nation, to 
the well-being of 1.1 billion people of all nationalities. 
What is most needed here is fully reporting all kinds of 
inspiring new facts and new experiences that others can 
emulate and shedding light on new substantive conflicts, 
new lessons that we must be most vigilant about, and 
new concepts that will liberate our thinking, so on and so 
forth. Superficial, outdated, dull, stiff, one-sided, and 
generalized reporting as well as reporting on issues that 
are far removed from the masses and from reality must 
be reformed. Listen to the voices and demands in 
economic restructuring and other reforms. In what ways 
is journalism providing a good service? A poor service? 
In what ways is it falling behind? Readjust promptly. 


The formats of journalism are the “shell” of its content. 
The philosophy of news reporting and the methods of 
news gathering, editorializing, and investigation per- 
meate the entire process of uncovering and reporting 
news stories. Reform in these areas cannot be overlooked 
either. 


Journalism is an arduous but essential enterprise. Com- 
rades are welcome to criticize and correct the thoughts 
expressed above. When all is said and done, journalistic 
reform must take place as we liberate our thought, seek 
truth from facts, study the new situation, and solve new 
problems. Break new ground endlessly as guided by 
Comrade Deng Xiaoping’s theory of building socialism 
with Chinese characteristics to better serve the people 
and socialism journalistically. 
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